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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 

Washington, D. C , October W, 1957. 
Hon. RICHARD BOLLING, 

Chairman, Subcom/mittee on EconomAc Statistics, Joint Eco-
n,om,iG Gommittee, Washington, D.O. 

M Y DEAR MR. BOLLING : In accordance with your request, I am trans­
mitting herewith a copy of The National Economic Accounts of the 
United States: Review, Appraisal, and Recommendations for inclu­
sion in the printed hearings on the report by the Subcommittee on 
Economic Statistics. This is the official report of the National Ac­
counts Review Committee as submitted to the Bureau of the Budget 
by the National Bureau df Economic Research. 

Sincerely yours, 
RAYMOND T . BOWMAN, 

Assistant Director for Statistical Standards. 

NATIONAL BUREAU OF ECONOMIC RESEARCH, INC., 
NewYorh,N.Y.,August9,1951. 

Dr. RAYMOND T . BOWMAN, 
Director, Office of Statistical Standards, 

Bureau of the Budget, Washington, D. G. 
DEAR DR. BOWMAN: I transmit herewith the National Economic 

Accounts of the United States: Review, Appraisal, and Recommenda­
tions, a report prepared by the National Accounts Review Committee 
of the National Bureau of Economic Research at the request of the 
Office of Statistical Standards of the Bureau of the Budget. 

There will be differences of opinion on particular findings and rec­
ommendations of the committee, some of which are indicated in the 
body of the report and in the notes attached to it. The report as a 
whole, however, deserves—and we may expect will command—^the 
serious attention of all who recognize the importance of the national 
economic accounts in the management of public and private economic 
affairs. 

Arrangements between the National Bureau and the Office of Sta­
tistical Standards of the Bureau of the Budget for the preparation 
of the report were concluded on November 2, 1956. We are deeply 
grateful to the public-spirited members of the National Accounts Re­
view Committee, all of whom devoted a substantial portion of their 
time and energy during the next 8 months to the difficult task of pre­
paring the report; and to the many persons inside and outside the 
Federal Government who participated in the discussions, provided 
essential information, and reviewed drafts of the report. 
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The report was approved by the board of directors of the National 
Bureau, m accordance with its usual procedure, as meeting the objec­
tives pf the National Bureau—"to ascertain and to present to the 
public important economic facts and their interpretation in a scientific 
and iibpartial manner." As the resolution of the board governing 
the relation of the directors to the work and publications of the Na­
tional! Bureau states, approval by the board does not, however, imply 
that each member of the board has read the report, or has passed 
upon its validity in every detail. 

The subject of national income and related economic accounts has 
long been of interest to the National Bureau. We are glad to add the 
present report to the series of reports in this area which began in 1921 
with the publication of the first National Bureau volume on income 
in the United States. 

On behalf of the National Bureau, I would like to express our 
appreciation to the Office of Statistical Standards of the Bureau of 
the Budget for tliis opportimity to be of service. 

Sincerely yours, 
SOLOMON FABRICANT, 

Director of Research. 

T H E NATIONAL ECONOMIC ACCOUNTS OF T H E U N I T E D 
STATES 

REVIEW, APPRAISAL, AND RECOMMENDATIONS 

A report to the Office of Statistical Standards, Bureau of the Budget, 
prepared by the National Accounts Review Committee of the Na­
tional Bureau of Economic Research, June 1957 
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Gottfried Haberler, Chairman 
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dustrial Organizations 
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DIRECTORS APPOINTED BY OTHER ORGANIZATIONS 
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NATIONAL BUREAU OF ECONOMIC RESEARCH 

1. The object of the National Bureau of Economic Research is to 
ascertain and to present to the public important economic facts and 
their interpretation in a scientific and impartial manner. The board 
of directors is charged with the responsibility of insuring that the 
work of the National Bureau is carried on in strict conformity with 
this object. 

2. To this end the board of directors shall appoint one or more 
directors of research. 



4 NATIONAL ECONOMIC ACCOUNTS 

3. The director or directors of research shall submit to the members 
of the board, or to its executive committee, for their formal adoption, 
all specific proposals concerning researches to be instituted. 

4. No report shall be published until the director or directors of 
research shall have submitted to the board a summary drawing atten­
tion to the character of the data and their utilization in the report, 
the nature and treatment of the problems involved, the main conclu­
sions and such other information as in their opinion would serve to 
determine the suitability of the report for publication in accordance 
with the principles of the National Bureau. 

5. A copy of any manuscript proposed for publication shall also 
be submitted to each member of the board. For each manuscript to 
be so submitted a special committee shall be appointed by the Presi­
dent, or at his designation by the Executive Director, consisting of 
3 directors selected as nearly as may be, 1 from each general divi­
sion of the Board. The names of the special manuscript committee 
shall be stated to each Director when the summary and report de­
scribed in paragraph (4) are sent to him. I t shall be the duty of 
each member of the committee to read the manuscript. If each mem­
ber of the special committee signifies his approval within 30 days, the 
manuscrij)t may be published. If each member of the special com­
mittee has not signified his approval within 30 days of the trans­
mittal of the report and manuscript, the director of i-esearch shall then 
notify each member of the board, requesting approval or disapproval 
of publication, and 30 additional days shall be granted for this pur­
pose. The manuscript shall then not be published unless at least a 
majority of the entire board and a two-thirds majority of those 
members of the board who shall have voted on the proposal within 
the time fixed for the receipt of votes on the publication proposed shall 
have approved. 

6. No manuscript may be published, though approved by each 
member of the special committee, tmtil 45 days have elapsed from 
the transmittal of the summary and report. The interval is allowed 
for the receipt of any memorandum of dissent or reservation, to­
gether with a brief statement of his reasons, that any member may 
wish to express; and such memorandum of dissent or reservation shall 
be published with the manuscript if he so desires. Publication does 
not, however, imply that each member of the board has read the 
manuscript, or that either members of the board in general, or of the 
special committee, have passed upon its validity in every detail. 

7. A copy of this resolution shall, unless otherwise determined by 
the board, be printed in each copy of every National Bureau book. 
(Resolution adopted October 26, 1926, and revised February 6, 1933, 
and February 24,1941.) 

J U N E 21, 1957. 
Dr. SOLOMON FABRICANT, 

Director of Research, 
National Bureau of Economic Research, 

New York, N. Y. 
DEAR DR. FABRICANT : The National Accounts Review Committee, 

organized by the National Bureau in November of last year, here­
with submits its report Avith accompanying appendixes, as adopted 
at today's meeting. 
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The committee has attempted to review the major questions in the 
field of national economic accounting. I t has not undertaken, how­
ever, to prepare a comprehensive treatise on the subject. The scope 
and limits of the committee's report as well as the principles that 
guided the committee are described in chapter I I I . 

The committee wants to thank the numerous representatives of 
United States Government agencies, business, labor and academic 
organizations, many individual economists, the Statistical Office of 
the United Nations and the Statistical Offices of Denmark, the Nether­
lands and Norway, who have aided the committee's inquiries, often 
by the supply of detailed memorandums. The committee also appre­
ciates the assistance of the nearly 100 respondents to its questionnaires. 
The committee had the full cooperation of the agencies engaged in the 
preparation of the national economic accounts, primarily the National 
Income Division of the Office of Business Economics of the Depart­
ment of Commerce and the Flow-of-Funds Section of the Division of 
Research and Statistics of the Board of Governors of the Federal 
Reserve System. Morris Copeland, Edward F . Denison, George Jaszi, 
and Simon Kuziiets read an early draft of the report and made many 
helpful suggestions. Many others—^too numerous to mention—^re­
viewed drafts of individual sections of the report and contributed 
their expert knowledge on many technical problems. The committee, 
however, takes full and sole responsibility for the findings and recom­
mendations of the report. 

Mr. Stanley Lebergott, designated by the Office of Statistical Stand­
ards, Bureau of the Budget, to keep in touch with the committee, at­
tended all its meetings and in many ways expedited the progress of 
our work.' The committee finally wants to express its appreciation 
to Mrs. Alice Hanson Jones, who took over the difficult task of secre­
tary early in the committee's operations. 

Sincerely yours, 
(Signed) RAYMOND W . GOLDSMITH, Chairman. 

V. LEWIS BASSIE. 
GERHARD COLM. 
RICHARD A. EASTERLIN. 
EDWIN B . GEORGE. 
JOSEPH A. PECHMAN. 
ROY L . REIERSON. 
RICHARD RUGGLES. 
LAZARE TEPER. 
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CHAPTER I. SUMMARY OF FINDINGS AND RECOMMENDATIONS 

In this brief summary the commitee's main findings and recom­
mendations are set forth in nontechnical language. This summary 
cannot repea,t the explanations and qualifications contained in the 
body of the report which are indispensable for a full appraisal of the 
committee's-recommendations. 

1. SCOPE OF NATIONAL ECONOMIC ACCOUNTING 

National economic accounting may be defined as the systematic ar­
rangement of statistics that describe the operation of the Nation's 
economy during a year (or a shorter period) in much the same way 
as business-accounts describe the operations of an enterprise. The 
national economic accounts are made up of five maiii segments: 

(a) The national income and product accounts register the value 
of the output of finished goods and services of the Nation and the 
incomes flowing to the various groups as a result of their contribution 
to output. These accounts make up what are commonly called na­
tional income statistics. They are published on a regular annual and 
quarterly schedule. 

(&) The international balance of payments statement reflects and 
classifies all payments occurring between the Unitepl States and for­
eign countries. I t is published on an annual and quarterly basis. 

(c) The flow-of-funds statements, also known as moneyflow state­
ments, show the total funds received by the various groups—house­
holds, business and financial enterprises, and Government—and the 
use they make of these funds. Transactions in existing assets are 
included in the flow-of-funds statements, but are excluded from the 
income and product accounts. Flow-of-funds statements are now 
prepared annually. 

(d) Input-output tables trace in detail the purchases and sales of 
raw materials, semifinished goods, finished commodities, and serv­
ices among industries, using a much finer industry and commodity 
classification than is possible in income and product accounts and in 
•flow-of-funds statements. Because of their great detail, input-out­
put tables have been drawn up only occasionally—the last time for 
1947—rather than on a regular schedule. 

(e) The national balance sheet lists, for the various groups and 
for the Nation as a whole, the value of tangible and intangible assets 
and of liabilities, in the aggregate and by type, and shows the differ­
ence between assets and liabilities, usually called net worth or equity. 
The listing of tangible assets—land, structures, equipment, inven­
tories, etc.—is sometimes referred to as a national wealth statement. 
National balance sheets and related statements have been compiled 
only for a limited number of dates and only unofficially. 

2. FINDINGS 

{a) In the two decades since the national income and product 
accounts were added to the economic intelligence of the United 
States, national economic accounting has become one of the chief 
tools for the formulation of Government economic policy and of 

cX' 
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business policy. Most long-range policy decisions of the Govern­
ment, of large business enterprises, and of many trade as^oeiatibhs 
and labor and agricultural organizations, now are formulated within 
the framework of the national economic accounts, explicitly or by 
implication. The use of data from the national economic accounts 
is also frequent in the formulation of short-range decisions. Market 
analysis as we know it today is hardly possible without natibfial 
accounting data. The agencies of the Federal Government that are 
concerned with economic stability—e. g. the Council of Economic 
Advisers, the Board of Governors of the Federal Reserve System 
and the Treasury Department—could not function as they do with­
out the national economic accounts or something very similar to 
them. The Congress, and particularly the Joint Economic Com­
mittee and the Joint Committee on Internal Revenue Taxation-, 
would also be considerably hampered in their operation withbiit na­
tional economic accounts. The work of all these agencies would 
benefit from improvement of the national economic accounts. 

(&) Work done in the United States, both inside and outside of 
Government, has made significant contributions to the development 
of national economic accounting. The United States i8 still aloiie 
in having detailed flow-of-funds statements and national balance 
sheets covering a considerable period of time. However, our needs 
for accurate and up-to-date national economic accounting data for 
Government policy and business planning have increased even fiaibfS 
rapidly than the improvements made in this field. 

((?) The quality of the estimates is by and large as good as the pri­
mary data and the funds available for their processing and analysis 
permit. The estimators of the national economic accounts have ex­
tracted very nearly as much information from the available statistics 
as is possible with their limited funds. The committee, in its nu­
merous contacts with users, has heard no complaints about the compe­
tence or impartiality of the estimators. 

(d) With very few exceptions the requirements for better and more 
detailed national accounting data, and data better fitted to users' 
needs, call for improvement in, or addition to the stock of primary, 
statistics with which the national accountant must work. There is 
urgent need and ample room for such improvements and additions. 
The most important gaps in the basic data occur in the fields of small 
(unincorporated) business; and of capital expenditures, both public 
and private. 

(e) The structure of the accounts, particularly the integration of 
the five main sets of accounts, is open to improvement. This is one 
area where the United States seems to have fallen behind those for­
eign countries that have advanced most rapidly during the past 
decade in building up a systematic set of national economic accounts. 

(/) The National Income Division of the Office of Business Eco­
nomics of the Department of Commerce, which is responsible for 
the national income and product accounts, has performed most cred­
itably considering how understaffed and overworked it is, but it 
urgently needs reinforcements. The Division has been able to main­
tain, or even to increase, its volume of output of current statistics 
only by delaying needed extensions of the data, by postponing repair 
and maintenance work on some of its figures and by limiting its 
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experiments with alternative estimating procedures. As in business 
such a process of retrenchment cannot be continued indefinitely with­
out serious consequences. 
3. Recommendations 

The following very brief summary of the more important recom­
mendations made in the report omits those that are of interest pri­
marily to specialists. The recommendations are given without regard 
to the order in which they appear in the report; without indicating 
the reason for making each recommendation; without discussing the 
technical problems involved; and without indicating in detail when 
and how each of the recommendations is to be achieved—-all matters 
discussed in more or less detail iii the body of the report. Chapter I I I 
in particular, which sets forth the considerations that have guided 
the committee in its recommendations, may be regarded as an essential 
supplement to these pages. Compressed as they must be here the 
committee's recommendations may appear to constitute a sharper 
break with present practice than is actually the case. 

The committee's recommendations can be grouped roughly into 
five major categories: (a) improvements in the basic data; (5) changes 
in the structure of the national economic accounting system; (c) im­
provements in the national income and product estimates; {d) im­
provements of estimates of other segments of the national economic 
accounts; and {e) organizational changes. The order of the recom­
mendations under each heading is not necessarily an iiidication of their 
relative importance. The figures in brackets indicate the portions 
of the report in which the full recommendation is discussed. 
(a) Im,provements in basic data 

Most national economic accounting figures are built up like a mosiac 
from very varied primary statistics, that are not primarily collected 
for use in the national accounts. Improvement in these basic data 
is thus a prerequisite for most of the substantial improvements in the 
quality or scope of the estimate in the national economic accounts rec­
ommended by the committee. 

The committee, therefore, urges in the strongest possible terms the 
improvement of the data underlying the estimates that are entered 
in the national income accounts. Although we have not attempted 
to survey all aspects of data adequacy, some data problems are dis­
cussed in the report. Other data are widely reco^ized as being in­
adequate and hence have not been examined in detail. 

We are inclined to attach the highest priority to improvements in 
eight areas, all of which are essential not only for the improvement 
of the national economic accounts, but are of value in and of them­
selves for current economic analysis: 

(1) The financial situation of noncorporate business—profits, capi­
tal expenditures, investment, and withdrawal of capital by owners 
(ch. XI, sec. 2.a). 

(2) The current earnings and financial situation of corporations 
outside of the well reported manufacturing sector (ch. VIII, sec. 

(3) Detail on inventories by durability and end-use; additional 
information on inventory accounting practices; and more reliable 
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information on the prices significant for deflating inventory book 
values (ch. X I , sec. 2.b). 

(4) Detail on sales by manufacturers and by retailers by commodity 
line, or similar detailed grouping, and by major buyer groups; in­
cluding the purchase of durable goods cross-classified by type of 
commodity and industry of buyer (ch. VTI, sec. 4) . 

(5) The current value of construction, in particular new non­
residential construction and repair and maintenance on all types of 
structures (ch. VI I , sec. 4) . 

(6) Classification of Government purchases by type of commodity 
(ch. VI I , sec. 2:b). 

(7) Adjustment for under- or over-reporting of income and busi­
ness expend,itures of individuals, partnerships, and corporations as 
disclosed by audit control studies (ch. X, sec. 2; ch. XI , sec. 2.a). 

(8) Additional price data to extend and improve the deflation of 
various segments of the national economic accounts (ch. VI) • 

In most of these areas, improvements call mainly for an extension 
of existing Government programs or for the restoration of programs 
that have been curtailed or abandoned because of budgetary restric­
tions. Since these improvements involve the work of many agencies 
we urge the Office of Statistical Standards to expedite the develop­
ment of a consistent program for them, and express the hope that 
the Congress will give sympathetic attention to the need for such 
essential basic statistics. 

(&) Changes in the structure of the system of national economic 
accounts 

(1) The five segments of the national economic accounts, which 
have hitherto led rather independent lives, should be integrated into 
a single national economic accounting system. This recommendation 
for the development of a conceptually integrated system of national 
economic accounts is one of the main recommendations of the com­
mittee, if not the most important one. This integrated system con­
tains elements Avliich can be implemented immediately. I t also pro­
vides a framework for the future integration of flow-of-funds, input-
output, balance of payments, balance sheet and national wealth data 
with the income and product accounts (ch. V, sec. 4, and appendix A) . 

(2) For the national income and product accounts a functional five-
accoimt system is recommended for immediate implementation, and 
it is hoped that the accounts showing changes in assets and liabilities 
for various institutional sectors can follow shortly (ch. V. sec. 5, and 
aijpehdixA). 

(3) Separate figures should be shown for the income and expendi­
tures of a number of sectors that are now combined in one "house­
hold" sector, viz: nonfarm households, farm households, nonprofit or-
ganizatioiis (such as educational institutions, churches, foundations, 
and labor unions), private pension, health and welfare funds, and 
personal trust funds. At a later date figures for owners of unincor­
porated nonf arm business should also be presented separately (ch. 

(4) Separate and more detailed figures should be shown for the 
Federal Government, for State governments, for local governments, 
and for Government enterprises. . The estimates should also provide 
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a reconciliation with published Government budget data (ch: VI I , 
sec. 2). 

(5) Figures should be provided.to permit users to treat purchases 
of consumer durables and Government outlays for structures and 
equipment as capital expenditures Avhich increase the stock of material 
wealth (ch. VII , sec, l.c and 2.b); 

(6) Estimates of depreciation allowances and stocks of repro­
ducible durable assets should be shown on .the basis of replacement 
cost as well as original cost—the present basis—so that users may work 
with the figures most serviceable for their purposes (ch. VII , sec. 5). 

(7) A change-in-assets-and-liabilities account should be set up for 
each of the main groups—households, business, and Government— 
subdivided as suggested in (3) above. Such an account would pro­
vide a link between the income and product accounts and the national 
balance sheets (ch. V, sec. 6). 

(8) As a further link between income and product accounts and 
national balance sheets—and because of the importance of the figures 
for many questions of economic policy—estimates of realized capital 
gains of the main sectors should be provided as an integral part of 
the system of national economic accounts. These estimates should 
be extended as soon as the data permit to unrealized capital gains 
(ch. VII , sec. l .d). 

(9) As an increasing proportion of large business enterprises and 
Government agencies shift to electronic accounting, a large body of 
new data may become available to the compilers of the national eco­
nomic accounts and old data will become available much more rapidly. 
To insure that the national economic accounts make full use of these 
potentialities a thorough investigation of the technical problems 
involved should be made by a study group of economists, statisticians, 
accountants, comptrollers, and computer engineers (ch. X V ) . 

(<?) hnproveinents in the national income and product accou/nts 
(1) More emphasis should be put on the development of estimates 

of national product and income m constant prices. These figures are 
as essential for a full appraisal of economic growth and structural 
changes in the economy as the usual estimates which are expressed in 
fluctuating current prices. Estimates of the real product of various 
industrial sectors should be developed, and greater detail is needed on 
the present estimates of consumption, investment, and Government 
expenditures in constant prices (ch. VT). 

(2) The estimates of national product in constant prices should be 
published quarterly rather than only at annual intervals which are 
too long when prices change as rapidly as they have done in the post­
war period (ch. VT, sec. 2) . 

(3) The quarterly national income and product estimates should be 
released in somewhat greater detail (ch. VI I I , sec. 3). 

(4) To enable business and economic analysts to make use of the 
latest flgures, significant revisions in quarterly and annual estimates 
should be published currently rather than held—as is now the general 
practice—^lintil about 6 months after the end of the year (ch. V I I I , 
sec. 4; ch. XI , sec. l .c). 
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(d) Improvements in estimates of other segrnents of witiondl economic 
accounts 

(1) The flow-of-funds statements, now available annually, should 
be put on a quarterly basis and released within about 3 months after 
the end of the quarter. This is necessary if they are to be used in the 
current analysis of the capital market, a purpose for which they are 
eminently suited (ch. X I I , sec. 2) . 

(2) Continuous efforts should be made to put the flow-of-funds state­
ments more consistently on a gross basis; to show separately purchases 
and sales rather than only the net balance; and to use actual flow 
figures rather than to infer them from unadjusted changes in reported 
holdings. These improvements will increase the accuracy of the flow 
estimates for intangible assets, particularly for stocks and bonds (ch. 
X I I , sec. 2) . 

(3) Preparations should be made to utilize the results of the 1958 
economic censuses to-build up an input-output table for that year. 
No input-output table, has been available for a period later than 1947, 
and a more up-to-date table will be helpful in many fields of economic 
and business analysis, even if it is less detailed than the 1947 table 
(ch. X I I I , sec. 5). 

(4) Consideration should be given to utilizing the 1960 census of 
population as the occasion for a concerted effort on the part of Fed­
eral statistical agencies to fill some of the gaps in our knowledge 
about the distribution of personal income by size (ch. X, sec. 11). 

(5) A thorough study sliould be made of the conceptual and prac­
tical problems of constructing national and sectoral balance sheets. 
This study, which might well be undertaken by a private research 
organization, could serve as the basis for regular, and ultimately an­
nual, estimates by a Government agency. Once this stage is reached 
the. main gap in the official interrelated system of national economic 
accounts which is our goal will be closed (ch. XIV, sec. 5). 

(e) Organization of national ecorijomic cuGcownting worh 
(1) The summary integrated system of national economic accounts 

should be prepared and published by one agency within the Federal 
Government to insure that a fully integrated set of data which are in­
ternally consistent will be prepared, appearing at regular intervals in 
a single publication. Different agencies will be concerned with the 
detailed estimation of different segments of the national economic ac­
counts for their own operating use (e. g., input-output tables, flow-of-
funds statements, balance-ot-payments tables). Collection of the 
basic statistics used in the various national economic accounts will 
necessarily continue to be divided among many agencies (oh. IV, 
sec. 3). 

(2) A substantial increase in the staff of the National Income Di­
vision of the Department of Commerce, which now provides all our 
national income and product estimates, is an urgent necessity and a 
prerequisite of many of the committee's recommendations. Such an 
increase is the more urgent as the size of the Division has been re­
duced by about one-fourth since 1950 while its responsibilities have 
expanded (ch. IV, sec. 3). 

(3) The increase in the National Income Division's budget should 
be sufficient to permit the addition of a Research Section which 
should assess the accuracy of the estimates available, continuously 
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explore the possibilities of improvements in the estimates, experiment 
with alternative concepts and data sources, and consider. basic 
problems which cannot be. adequately handled by the other sections 
that are fully occupied with the task of preparing current estimates 
(ch. IV, sec. 3). 

4. COSTS, TIMING, AND PRIORITIES OF RECOMMENDATIONS 

Three important problems that arise in connection with the imple­
mentation of the committee's recommendations remain to be con­
sidered : the costs involved in the recommendations, the timing of the 
recommended improvements in and additions to our national eco­
nomic accounts, and the order of priority among the recommendations. 

The proposals made in this report are not costless. Even though 
the committee suggests that on a number of controversial problems 
exploratory work should be continued and intensified, by private re­
search organizations, it also recommends a considerable expansion of 
the statistical activities of the Federal Government. 

The committee is aware of the responsibility of anybody who, in 
the light of an already large Federal budget, recommends additional 
expenditures. However, all the major economic statistical programs 
of the Federal Government, including those of the Federal Reserve 
Board, have in recent years cost between $35 million and $45 million 
per year. This is a very small item—about one-twentieth of 1 per­
cent—in the Federal budget, and most of it is spent^or purposes other 
than the needs of the national economic accounts. The relatively 
small increase in these outlays that would be necessitated by. the com­
mittee's recommendations is not only compatible with increased econ­
omy and efficiency in Government and business, but is essential to 
accomplish these goals given the widespread private and public use 
of the data. I t would be false economy to abandon or postpone much-
needed improvements in our economic intelligence. In terms of im­
proved business management and more rational Government policies 
hardly any other expenditure by the Federal Governmeint promises 
higher dividends. 

The committee recognizes that not all of its recommendations could 
be carried out at the same time. We have indicated in the text the 
recommendations that could be executed promptly, those that require 
a longer time for implementation and those that we regard as long-
range objectives. 

In addition to the improvements in the structure of the national 
economic accounts, we recommend early implementation of those 
measures _ that would substantially improve the data used in the 
national income and product accounts, particularly those that would 
give valuable insights into economic behavior by providing informa­
tion separately on a larger number of significant sectors of the econ­
omy. We suggest that the recommended changes in the flow-of-^funds 
statements be given prompt attention by the Federal Reserve Board, 
partly because these statements are already being prepared regularly 
and partly because they tie in closely with the income and product 
accounts. We also recommend early strengthening of the staff of the 
National Income Division, including the establislunent of a research 
section which can devote its efforts to developmental work. 

451.37T 0—58 2 
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The committee regards as supplementary though important recom­
mendations, particularly for the long-range development of the na­
tional economic accounts, the establishment on a regular basis of two 
segments of the integrated national economic accounting system in 
addition to the now existing segments (national income and product 
accounts, flow-of-funds statements, and balance-of-payments tables), 
viz input-output tables and balance sheets. The committee does not 
regard these various proposals as competing with each other. Each 
of them has an important place in the development of a comprehen­
sive system of national economic accounts. 

CHAI'TER I I . ORGANIZATION AND ACTTS'ITIES OF COMMHTBE 

1. TERMS OF R E F E R E N C E OF. COMMmEE 

The National Accounts Review Committee was set up by the Na­
tional Bureau of Economic Research at the request of the Office of 
Statistical Standards of the Bureau of the Budget. Arrangements 
were concluded early in November 1956 and the committee began to 
operate immediately thereafter, holding its first meeting on Novem­
ber 11. _ _ . 

The main function of the committee, i t Avas agreed, was to "under­
take a I'eview of the national income accounts and closely related 
accounts now being prepared or requiring preparation by the Federal 
Government, and make recommendations concerning, needed improve­
ments and additions for more effective analysis. The objective of the 
review is to provide a thorough examination and evaluation of the 
national income accounts and related accounts, and to devise a pro­
gram to effect further improvements in the accounts when feasible. 
The revicAv is to ascertain what reorientation in concept and statistical 
procedure is required in the accounts in order that they may serve 
Government and private uses most eft'ectively." The committee inter­
preted the term "related accounts" to include classifications of the 
well-known national income and product account by sector, by size of 
income and other characteristics of households, and by State,- or other 
area; as well as the, more recently developed segments of a complete 
system of national accounts, namely, flow-of-funds statements, input-
output tables, national balance sheets, and the old established balance 
of international payments.^ 

The national bureau entrusted the conduct of the study specified in 
the contract to a committee consisting of the following members: 
(1) V. Lewis Bassie, professor of economics. University of Illinois. 
(2) Gerhard Colm, chief economist, National Planning Association. 
(3) Richard A. Easterlin, associate professor of economics, Univer­

sity of Pennsylvania. 
(4) Edwin B. George, director of economics. Dun & Bradstreet, Inc. 
(5) Raymond W. Goldsmith, member, research staff. National Bureau 

of Economic Research—Chairman. 
(6) Joseph A..Pechman, research staff. Committee on Economic De-

velojDment. 
(7) Roy L. Reierson, vice president. Bankers' Trust Co. 

i The various segments of a system of national accounts are briefly described in cli. V, 
sec. 1. Somewhat more detailed descriptions will be found in chs. V, sec. 3, IX, X, XII, 
XIII, and XIV. 
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(8) Richard Ruggles, professor of economics, Yale University. 
(9) Lazare Teper, director of research. International Ladies' Garment 

Workers'Union (AFL-CIO). 

2. ACTIVITIES OP THE COMMITTEE 

The basic considerations which have guided the committee in its 
work are summarized in chapter III . Tliey will suggest the reason 
for the way in which the committee has operated and has framed its 
report and recommendations. 

The committee ascertained the experience and needs of the mam 
groups of users of national accounting data by a series of meetings 
and by means of three questionnaires. About a dozen meetings were 
held with representatives of Federal agencies both those primarily 
producing and those primarily using national accounting data; with 
university, business and labor economists specializing in the national 
accounting field; and with representatives of the American Institute 
of Accountants. 

Two questionnaires were sent out to business, labor, and academic 
economists (but excluding economists in the Federal Government) 
working in the field of national accounting and over 70 replies were 
received. The replies to these two questionnaires form the basis of 
the statement on what users want of the national accounts in the fol­
lowing section. The third questionnaire was directed specifically to 
persons interested in regional aspects of national adcoimting and was 
completed by about 25 respondents. I t is discussed briefly m chapter 
IX. 

The committee held 12 meetings usually lasting 2 days to plan its 
work and to discuss successive drafts of the report. The final draft 
was adopted unanimously at the meeting of June 21,1957. 

3. A SURVEY OP USERS'NEEDS 

To inform itself about the requirements and suggestions df the 
users of national accounting data, the committee in addition to numer­
ous personal discussions distributed the first two questionnaires to a 
number of economists and statistician outide the Federal Government 
who presumably were making fairly regular use of these statistics. 
They included business, labor, and academic economists known to be 
interested in national income and product accounts and flow-of-funds 
statements, members of the conference on research in income and 
wealth and menibers of an informal association of business economists. 
The questionnaires inquired both about the use made in the past of 
available national income data and about respondents' evaluation of 
the need for specific improvements and extensions in the accounts. 
The questionnaire used is reproduced in appendix C.̂  The answers 
to the questionnaires provide an impression of informed opinion 
though they do not result from a scientific sampling of all users. 

I t is interesting to note, for example, that of the improvements and 
extensions in the national accounts about which respondents were 
queried, quarterly estimates of gross national product at constant 
prices were checked more often than any other question, although the 

"A slightly different shorter questionnaire was used in.the beginning and about a dozen 
replies were received which are not Included in the tabulations of appendix C. 
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lead was small. Next in order, cited with approximately equalfre^ 
quency, were the following improvements: 

(a) Addition of information on stock of consumer durables. 
(5) Reconciliation of consolidated Government receipts and ex­

penditures of the Federal Government as shown in the national income 
and products accounts with the conventional and cash budget figures. 

(c).Classification of Government purchases of goods and services 
into current and capital expenditures, a distinction essential for the 
estimation of Government saving and investment. 

(d) Separation of nonprofit institutions and a few other groups 
now lumped together with households into the personal sector of the 
national income and product accounts. 

(e) Quarterly estimates of personal saving on a balance-sheet basis, 
i. e., as the result of independently estimated changes in the different 
types of assets and liabilities, of households. 

(/) Estimates of personal income in constant dollars. 
(g) Estimation of gross national product and its prhicipal com­

ponents on a monthly basis. 
Suggestions checked next most often in the replies as being fre-

quently needed, included the following:. 
(A) Improvement in the method of allocating expenditures for cer­

tain, commodities, e. g., automobiles, between consumers and business. 
(i) Classification of expenditures on producer durables and of their 

purchases by type of commodities and by industry. 
(j) Shift of depreciation estimates to a replacement-cost basis from 

the original cost basis now prevailing. 
(fc) Flow-of-funds accounts on a quarterly basis in addition to 

the annual statements now available. 
--;>. IV Regular estimation of a national balance sheet. 

There were considerable differences in the improvements which were 
emphasized by business and by academic economists, and they tended 
in the expected direction. Business and labor economists most often 
asked for additional or improved short-term estimates, e. g., monthly 
estimates of gross national product, and quarterly estimates of gross 
national product and personal income in constant prices. Academic 
economists, on the other hand, showed most pronounced interest in 
additional annual breakdowns, particularly the separation of house­
holds from nonprofit institutions and other types OTunits now lumped 
together in the personal sector and in the separation of current and 
capital expenditures of the Government. 

There was surprisingly little demand among the respondents in both 
groups for some information in which considerable^ interest has been 
expressed in the past, for example: the separation of imputations, a 
breakdown of inventories or purchases of durables by, industry, de­
preciation estimates on the basis of the declining-balance method, a 
classification of Government expenditures by type, national income 
figures by industry of origin in constant prices, regular (presumably 
annual) input-output tables, and a more detailed discussion or de­
scription or estimating procedures than is now provided, particularly 
in National Income, 1954 edition. 

Although the cominittee has not felt bound by this straw vote of 
users, it has, of course, given considerable weight to the opinions 
expressed in the replies in making its own recommendations. 
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4. ARRANGEMENT OF REPORT 

For readers interested only in the bare bones of the committee's 
findings and recommendations a skeleton summary has been provided 
in chapter I. The committee, however, felt it necessary to provide 
as a background for its recommendations, first, a sfatemeht of the 
considerations which have guided the committee in its work (eh. I l l ) ; 
secondly, a brief description of the present status of national account­
ing in the United States and abroad (ch. IV) ; thirdly, a condensed 
description of the uses of a system of national accounts andof the form 
of an integrated system which the committee regards as the long-range 
goal (ch. V); fourthly, a more detailed discussion of a number of 
conceptual and practical special problems of the national income and 
product accounts (chs. VI to VIII) and by the breakdowns of the ac­
counts by regions (ch. IX) and by size of income (ch. X ) ; fifthly, a 
consideration, necessarily very selective, of tke statisical adequacy of 
the national income and product estimates (ch. X I ) ; and sixthly, a 
discussion of the other chief components of a system of national ac­
counts and of their integration with the national income and products 
accounts, namely, flow-of-funds statements - (ch. XI I ) , input-output 
tables (ch. XIII) and balance sheets (ch. XIV). 

The appendixes contain supporting documents, and tables and a list 
of detailed technical suggestions for improvement iji the national in­
come and product accounts aiid the primary data underlying them 
which was submitted to the committee by George Jaszi, Chief of the 
National Income Division (appendix E) / 

CHAPTER I I I . GUIDING CoNsiDERATioisrs 

At the outset of the substantive part of the report it appears advis­
able tp summarize briefly the coiisiderations which have guided the 
committee in the conduct of its study in the framing of its report, and 
in the selection of its recommendations. Such an explicit statement 
of the considerations underlying the report will, it is hoped, assist 
readers in putting the specific recommendations to be found in .the 
remainder of the report into their appropriate framework. Sortie of 
these considerations will be discussed in more detail in later sections; 
for others the brief mention in this section will have to suffice. 

(a) There is need now for a review of the national accounts, par­
ticularly the national income and product accounts. Even if the pres­
ent version of the national income and products accounts, which has 
remained virtually unchanged since 1947, were as nearly perfect as 
such estimates could be at the time the system was set up, there would 
be ample scope now for a thorough exemaination. 

First, since 1947 an important branch of the national accounts, the 
flow-of-funds statement, has been newly developed and another one, 
the input-output table, has been considerably expanded but later 
dropped. Although official estimates of national and sector balance 
sheets are still missing, with the exception of agriculture, enough 
work has been done in this field during the last decade by individual 
students that this aspect of the national accounts can no longer be 
regarded as existing in the imagination only. The development of 
these new branches of national accounting poses an integration prob­
lem that did not exist in 1947. 
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Secondly, considerable progress has been made in clarifying the 
conceptual basis of the national accounts and in settling some of the 
problems, though others remain as intractable as ever. Fortunately 
the state of the discussion has been summarized in a series of papers 
prepared for a,meeting of the Conference in Research in Income and 
Wealth held in the fall of 1955.5 

Thirdly, some important sectors of the national accounts, particu­
larly saving, inventories, and capital expenditures, have been thor­
oughly investigated recently by consultant committees organized by 
the Federal Reserve Board.* Their operation has permitted the com­
mittee somewhat to limit the scope of its own activities. 

P^inally, considerable progress in the field of national accounting 
has been made in several foreign countries and in international or­
ganizations. Thus there now exists abroad an accumulated body of 
experience from which we may well profit, even though our own 
system of national accounts is still the equal of that of any other 
country if considered as a whole. 

The advent of electronic accounting, which promises to spread 
rapidly to most large business and Government organizations, poses a 
whole new set of problems. To what extent the potentialities of elec­
tronic accounting will be utilized for the national accounts is one of 
the most important questions in this field with which economists and 
statisticians will have to deal in the near future. 

(b) National accounts have acquired increasing importance for eco­
nomic policy, for business, for labor, and for economic science during 
the last two decades. Their impact may be expected to grow as the 
potentialities as well as the limitations of national accounts become 
even better known. As the burden put on national accounts by dif-

, ferent groups of users increases, so must the reliability and the flexi­
bility of the system. 

(c). The methods of business accounting provide a point of depar­
ture for a system of national accounts in an economy in which, as is 
the case in the United States, business enterprises account for a deci­
sive part of economic activity. However, national accounting, par­
ticularly in the consumer and Government sectors, need not follow 
the business accounting conventions of the day in every detail or even 
in all major features. National accounting is entirely witliin its rights 
in selecting among alternative methods used by business accounting 
the one which appears most adequate for its primary purpose—^to 
provide a systematic record of economically relevant facts. National 
accounting may even go further and, where economic analysis re­
quires, adopt methods which differ from all alternatives in use in 
busmess accounting. 

{d) The national accounts are best regarded as an integrated 
framework for the systematic organization and presentation of eco­
nomic information that can be expressed in dollars. Their main value 
is that of a tool of economic policy, possibly the most important fac­
tual tool that economic analysts and policymakers in Government, 
business, labor, and universities now possess. 

8 The proceedings of this conference which were available to the committee in mimeo­
graphed form will be published early in 1958 by the National Bureau of Economic Research 
as vol. 22 of studies in Income and Wealth. 

* Reports of Federal Reserve Consultant Co'mmlttee on Economic Statistics, hearings 
before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report, 84th Cong., 1st sess. (1955). 
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(e) The development of an integrated system of national ac­
counts—rcn compassing Government budgets, national income, and 
products accounts; flow-of-funds statements; the balance of pay­
ments; an input-output table, and a national balance sheet>—should 
be a goal of all national accounting work. Although this integrated 
system can only be developed by steps, can be expected to be completed 
only many years from now arid will not cover every detail of all its 
components, it should remain a declared and acknowledged goal 
nevertheless. 

(/) Flexibility is a prime requisite of an efficient system of national 
accounts because of the variety of important requirements of different 
groups of users of the national accounts, and of the necessarily con­
ventional and sometimes arbitrary nature of some of the definitions 
and procedures adopted. The means that the system must be so set up 
that it provides alternative figures where there is a reasonable demand 
for them. The treatment of expenditures on consumer durable as con­
sumption or saving, the use of either original cost or replacement cost 
depreciation, the inclusion of capital gains and losses in personal 
income, the separation of imputed items, and the elimination of sea­
sonal variations are examples of situations where estimates on dif­
ferent ba.ses should be available to users. 

(g) While recognizing that the specific form of our system of" 
national accounts will always be influenced by its origins and by the 
peculiarities of the primary data available in this country, we should 
conform to international usage wherever this can be done without 
substantially reducing the value of the system for domestic use and. 
where the obstacle to conformity lies primarily in features of our 
system which may be explained by historical accident. Such an 
attempt to conform with international usage should not, and need 
not, prevent us from trying to keep the United States system of 
national accounts at the top m international comparison with respect 
to conceptual structure, detail, reliability and up-to-dateness. 

[h) The committee has tried to provide in this report a roadmap 
for national accounting during the next 5 to 10 years, rather than to , 
conduct an item-by-item audit of the present estimates, particularly 
the national income and product accounts of the National Income 
Division. This decision is the result both of choice and expediency. 
The committee was unanimous m its conviction that in the present 
situation the development of an integrated long-range program was 
more important than a detailed examination of the adequacy and the 
reliability of the estimates now available. This conviction was 
strengthened by the impression—gained admittedly without thor­
ough item-by-item study but reflecting many years' experience in 
the field by most of the members:—^that these estimates were by and 
large as good as the sources of information now available permitted 
so that a detailed audit was not likely to reveal shortcomings not 
already known to the estimators or to careful users of the figures. 
But even if the committee had rated the need of a detailed audit of 
our present national accounts higher, it could not have undertaken 
the task. The conduct of such an audit—apart from calling for a 
different committee membership—would have required a much longer 
period of study than was assigned to the committee; would have 
presupposed the employment of a substantial full-time staff which 
tlie committee did not have; and, in view of the staff shortage of the 
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National Income Division, would have seriously interfered with the 
preparation of the current national income and i)r6.duct estimates. 

(i) The report is necessarily selective. The national accounts, or 
even the national income and products accounts only, cover such an 
immense territory in terms of economic statistics and of conceptual 
problems that it would have been impossible for the committee— 
whose members could devote to this work only part of their time 
during a period of half a year—-to investigate every aspect of the 
accounts. I t may suffice to recall that two of the Federal Reserve 
Board's consultant committees— t̂hose on saving and inventories— 
spent approximately as much time on their two fields which constitute 
only relatively small sectors of the national accounts, as this commit­
tee could expend on its entire survey. In selecting the subjects on 
which the committee has concentrated its attention, the committee 
has, of course, selected aspects of the national accounts which it re­
garded as particularly important and as offering the chance of sub­
stantial improvement during the next decade. The specialized knowl­
edge and experience which some of the members have in specific fields 
of national accounts also had some influence in guiding the commit­
tee's choice. This report, it needs to be emphasized, thus is not a 
treatise on the national accounts. 

(;;') The review of the national accounts is better regarded as a 
continuous, or at least a periodic, rather than a one-time affair. The 
requirements of the different groups of users as well as the possibility 
of tapping new sources of data change with sufficient rapidity to call 
for some arrangement which will insure that the actual form and 
content of the accounts is at all times sufficiently responsive to the 
needs of the users and is making full use of the potentialities of the 
data. Continuous review is also indicated by the unavoidable monop­
oly position which the Federal Government has acquired in the field 
of national accounting as the subject has become too large for the 
sporadic efforts of individual students or economic research organi­
zations. 

(k) Although it is making a large number of suggestions for ex­
tending and improving our national accounts, the committee vrants 
to state as clearly and emphatically as possible that these suggestions 
are not a reflection on the competence or the diligence of the organi­
zations that have been working in this field, particularly the National 
Income Division of the Office of Business Economics in the Depart­
ment of Commerce. The ex]perts in these organizations are well 
aware of most of the shortcomings of the present accounts, both con­
ceptual and statistical, and would probably support a large propor­
tion of the recommendations made in this report. The comprehen­
sive paper by George Jaszi on The Conceptual Basis of the Accounts: 
A Reexamination in volume 22 of the Studies in Income and Wealth 
has been extremely helpful to the committee in its consideration of 
the many problems which we discuss. 

(I) The_ committee is fully aware that the recommendations it is 
making will cost money. Even the present scope of national ac­
counting work within the Federal Government could not be main­
tained for long unless additional funds were forthcoming, since the 
present level of output in this field has been possible only at the cost 
of "undermaintenance," a process which cannot be continued indefi-
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nitely. A decision clearly must be reached in the not too distant 
future by the administration and by the Congress regarding the im­
portance of an adequate system of national accounts for Government, 
for business, agriculture, and labor, and for economic research pur­
poses. If the importance and potentialities of such a system are 
anywhere near what the committee believes them to be after a fairly 
exhaustive survey of the uses that are or could be ma,de of the na­
tional accounts, a substantial increase in the funds spent on national 
accounting work by the Federal Government is required and is fully 
justified even under the strictest requirements of economy compatible 
with efficiency in Government. As in other fields one gets only what 
one pays for. 

If the administration and the Congress want to continue the 
process of slow but continuous reduction in the resources devoted 
within the Government to national accounting work, that has taken 
place during the last 5 years or so, they should face the fact that it 
will be impossible to carry out any of the more important improve­
ments in the national accounts suggested in this report. Even the 
present scope of the work, which admittedly is not unsatisfactory, 
has been made possible only by neglect of repair and maintenance in 
the national income and product accounts, and by reliance on fimds 
provided by semi-independent agencies (like the Federal Reserve 
Board), by nonrecurring special defense projects or by private re­
search agencies. It is unreasonable to expect that th^expansion and 
development and particularly the integration of our system of na­
tional accounts can be financed in the same way for another decade. 
Unless the allocation of Federal funds to the field of national account­
ing is considerably stepped up within the next few years there is 
serious danger thiat the scope of the work will have to be narrowed 
considerably or that its quality will deteriorate, and that the United 
States will lose the leadership in this field which it has held during 
the 1930's and 1940's and is still holding at the moment. I t is the 
users of the national income and product accounts and related sta­
tistics in business, labor, agriculturej and Government who would 
be the primary sufferers from such a development and who would 
suffer from it in terms of less reliable and less adequate data on which 
to base their policy decisions than are available now or could be 
available to them with relatively modest additional effort and ex­
pense. 

CHAPTER IV. PRESENT STATUS OF NATIONAL ACCOUNTS 

This very brief review of the present status of national account­
ing in the United States and abroad is intended only as a means of 
providing readers not familiar with the field with a minimum of 
background information that should be useful in understanding the 
discussion in the chapters that follow. The description is neces­
sarily more detailed for the United States than for foreign countries. 

1. UNITED STATES OF AMERICA 

The chief characteristic of national accounting work in the United 
States, particularly in comparison with other countries—apart from 
the richness of detail—is decentralization. 
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First, work on each of the four main components of a system of 
national accounts—^national income and product, flow-of-funds state­
ments, input-output tables, and national balance sheet—is done bj;; dif­
ferent organizations. ' Since their inception as Government projects, 
the national income and products accounts have been in the hands of 
the Office of Business Economics of the Department of Commerce; 
the flow-of-funds statements have been compiled by the Board of 
Governors of the Federal Reserve System; and input-output tables 
have been prepared by the Bureau of Labor Statistics and some de­
fense agencies.* No systematic work on balance sheets has as yet been 
done in the Government. 

Secondly, the National Income Division of the Office of Busi­
ness Economics in the Department of Commerce, which is in charge 
of preparing the national income and product accounts, doQS not 
produce or control any of the primary statistics that go into the 
estimates. The Division is rather in the position of a mosaic worker 
who puts together the picture which he has conceived with the help 
of those stones which he can secure from other workmen that most 
nearly fit his intentions in shape and color. The position of the 
Board of Governors of the Federal Reserve System and of the Bu­
reau of Labor Statistics in preparing flow-of-funds statements and 
input-output statements is quite similar. They also assemble ma­
terials most of which they do not collect or control. 

(a) National incoms amd produict accounts 
The history of national income statistics in the United States, so 

far as it is relevant here, begins with the estimates made by the De­
partment of Commerce, in cooperation with the National Bureau 
of Economic Research, under the direction of Simon Kuznets, pur­
suant to a Senate resolution passed, rather significantly, in 1932, at 
the depth of the great depression. The resulting report, entitled 
"National Income 1929-32," was published early in 1934 and was 
continued 2 years later by National Income 1929-35, which was pre­
pared under the supervision of Robert R. Nathan. For more than 
a decade, these two reports provided the framework for our na­
tional income estimates—at that time the only component of the na­
tional economic accounts regularly prepared within or outside the 
Government. In view of the large amomit of information now avail­
able in this field, it is easy to forget that these reports were limited 
to annual estimates of national income—i. e., they entirely omitted 
national product—and that they contained estimates only for 8 forms 
of income for each of 12 main industrial divisions and generally also 
for about 3 dozen subdivisions. 

All the official national income estimates of the United States have 
been prepared by the Department of Commerce, since 1937 in a sep­
arate National Income Division; but Simon Kuznets continued to 
take a leading role m the development of concepts and methods of 
analysis even after abandoning estimation of current figures with the 
publication in 1941 of his fundamental National Income and Its 
Composition 1919-38. Indeed, even today, the structure of the na-

* Much of the work done on input-output tables in the Defense Department is classified, 
including work done for the Department 5 years ago. The committee does not see the 
reason for the maintenance of classification on experimental work done so long ago. 
Because of lack of information, the committee has not included the input-output work of the 
Defense Department within the purview of the committee's activities. 
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tional income and product accounts, notwithstanding the very im­
portant changes made in the original design, still bear the imprint 
of Simon Kuznets' pioneering work. Their development was con­
siderably assisted by the professional discussion at the annual meet­
ings of the Conference on Research in Income and Wealth, which 
started in 1936 and are still being continued.* ^ 

The accounts as we know them today developed in the Department 
of Commerce under the direction of Milton Gilbert, George Jaszi, 
Edward F. Denison, and Charles F. Schwartz. During World War 
II, the original national income accounts were expanded and sub­
stantial progress was made toward the development of a comprehen­
sive and interlocking system of accounts, until they approach fairly 
closely the form in which they have been presented since 1947. Even 
before this major reform, several additions had been made by the Na­
tional Income Division to the rather summary estimates of national 
income available in published form since 1934. A montlily series of 
personaV income payments was initiated in 1938, running back to 
1929; State income estimates were published beginning in 1939; quar-
teriy estimates were started in 1942, going back to 1939; and gross na­
tional product estimates were also aaded during World War II . 

The structure of the national income and product and related ac­
counts introduced by the 1947 reform—all of which was carried back 
to 1929 on an annual basis and to 1939 on a quarterly basis—is the one 
stillin force and constitutes the basis of much of the discussion in this 
report. The most important changes and additions made in connec­
tion with the 1947 reform included—the recasting of the estimates 
into an accounting frame, which they did not previously possess; ex­
pansion of the estimates to cover both national income and product, 
Avith a vast amount of detail on both sides of the accounts; and the pub­
lication of data for a considerably larger number of industrial divi­
sions and by legal form of organization. The entire system was first 
described in detail, along with the sources of data and a summary of 
the methodology, in National Income, 1961 edition, and a slightly 
enlarged version was published 3 years later in National Income, 1954 
edition. This latter volume is still the most comprehensive statement 
published in any country on the conceptual and statistical foundation 
of the official national income and product estimates. 

Although the basic structure of the accounts has not changed, sev­
eral additions to the information regularly published by the National 
Income Division have been made since 1947. Perhaps the most im­
portant of these are: deflated annual gross national product, by major 
categories of expenditures, first published in 1951; a complete revi­
sion, released in 1954, of the State income estimates and a recasting of 
the estimates in terms of the personal income-concept used in the na­
tional accounts; and distributions of personal income by income-size 
classes, first published in 1953. 

Though there can be no doubt about the trend in scope and quality 
of our national income arid product accounts, occasional setbacks have 
not been missing. Instances of retrogression are fortunately rare, 
and these are due entirely to the fact that the underlying statistics 
have deteriorated in some respects. For example, it has been neces-

«See studies in Income and Wealth, vols. 1, 1937, to 22, in press, published by the 
National Bureau of Economiic Research. 
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sary to abandon the classification of expenditures ̂ on producer durables 
by type. On balance, however, there is no question that the coverage 
and the detail of the national income and product accounts have been 
greatly enlarged since they were started a quarter; of a century ago; 
and that there has been a considerable improvement in the reliability 
of the figures published. 
(b) Flow-of-fumds statements 

Morris Copeland's pioneering work ^ provided annual flow-of-funds 
statements for the years 1936-42. The Federal Reserve Board's basic 
document^ contains detailed annual estimates for 1939-53. These 
figures differ sufficiently from Copeland's estimates to prevent their 
being used jointly without special adjustments. , Somewhat less de­
tailed annual figures for 1950-55, showing however all essential mag­
nitudes for the 10 main sectors,^ have been published in the April 1957, 
issue of the Federal Reserve Biilletin. The detailed tables, comparable 
to those in Flow-of-Funds in the United States 1939-53 will be avail­
able in mimeographed form so that analysts will have at their disposal 
a detailed continuous set of figures covering a period of 17 years. 

In recent years simplified flow-of-funds statements, mostly limited 
to the main types of financial transactions, have been prepared by 
financial analysts interested in current figures and short-term fore­
casts of fimd flows, since ho Federal Eeserve Board figures extending 
beyond 1953 were available imtil recently. These statements often 
provide semiannual and even quarterly estimates. The statement 
prepared early each year by the Bankers Trust Co. is probably the 
best known of these simplified statements of financial fund flows. 
The most ambitious of the unofficial projects in this field is the quar­
terly statement of flow of funds through the capital markets for the 
years 1953-55 which has been prepared by the National Bureau of 
Economic Research as part of its Postwar Capital Markets Study 
and which is expected to be published, at least in summary form, some 
time next year." 
(<?) Balamce -of-payments tables '^ 

Official ^̂  statements of payments and receipts between the United 
States and foreign countries, covering trade m commodities as well 
as all other types of international transactions, have been published 
on an annual basis since 1922 and have increased in detail and relia­
bility as time went on. Quarterly statements have been publicly 
available beginning with 1945. Until 1946 only aggregates for trans­
actions between the United States and all foreign coimtries together 
were published.^^ In recent years a detailed breakdown has been 

1A Study of Moneyflows in the United States, 1952. 
« Plow-of-Funds in the United States 1839-53, December 1855. 
" Consumers, corporations, nonfarm unincorporated business, farm business. Federal 

Government, State and local government, banking, insurance, other investors, rest of the 
world. 

" F o r a description of this project see 36th Annual Report of NBER, pp. 64-57 and 
37th Annual Report: pp. 34-39, and arUcle by M. Mendelson in Journal of Finance, 1957, 
pp. 158-166. 

" Although the,committee did not regard a specific study of balance-of-payments statistics 
as falling within its purview, the britf summary is included here to complete the review 
of, all segments of the national accounts. 

"Of earlier unofficial statements mention should be made at least of The Balance of 
International Payments of the United States for the Tear-1920 With a Statement of the 
Aggregate Balance July 1, 1914-December ,31, 1920, by J. H. Williams in the Review of 
Economic Statistics, vol. I l l , 1921, which may be regarded as the pioneering effort in this 
field. ni^ltyr>^ ' 

^ Data by jeAOttii» back to 1940 were however released In 1947 In International Transac­
tions of the United States During the War. 
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presented separately for 10 coimtries or regions. Both the annual 
and the quarterly balance-of-payments tables are now being published 
regularly in the Survey of Current Business—for example in the 
issue of March 1957." All official balance-of-payments tables are 
prepared by the Balance of Payments Division of the Department 
of Commerce which utilizes, in addition to data specifically collected 
by the Division, foreign-trade statistics and other data from other 
Federal agencies. Discussion of the balance-of-payments tables in 
this report is restricted to the problem of integration with the other 
segments of the national economic accounts, particularly the foreign 
trade and payments account in chapters V and VTI, section 4. 
(d) Input-output tables 

Input-output research is a newcomer in the family of national 
economic account tabulations. I t started only about two decades 
ago with the theoretical and experimental work of Wassily Leontief; 
found its first large-scale application in the prej)aration of the 1947 
input-output table by the Bureau of Labor Statistics; and has been 
recently adopted in a number of foreign countries. This segment of 
national accounting work is discussed in chapter XII I . 
(e) National balance sheets 

In the early attempts at developing aggregates intended to reflect 
the economic situation, well-being ana potential of a country, about 
equal attention was devoted to national income and niational wealth 
estimates. In recent decades work has been virtually limitedj at 
least in official statistics, to national income and its development mto 
a system of national economic accounts. 

Only recently a parallel development .has begun with respect to 
national wealth. Recognition of the limited usefulness of an aggre­
gate national wealth estimate led to emphasis on the breakdown and 
composition of national wealth rather than on the total. I t was par­
ticularly the work of Raymond Goldsmith which developed from this 
starting point the notion of a national balance sheet as an integral 
part of a system of national economic accounting.̂ ® 

2. OUTSIDE THE UNITED STATES 

The development of national accoimting outside the United States 
received a decisive impetus from three forces: the obvious usefulness 
of the approach in administering a war economy; its adaptability to 
aggregative, particularly Keynesian, economics which acquired in­
creasing influence among economists in the 1940's; and the example of 
the United States. Britain, largely under Lord Keynes' direct guid­
ance, became the first country to publish a set of national income and 
product accounts in modem form— t̂his happened in the White Paper 
of 1941—and to allocate to the figures an important role in shaping 
economic and monetary policy, both during the war and in the transi­
tion to the peacetime economy. 

" A detailed description of concepts, methods, and sources of the balance-of-payments 
tables, which is stiU essentially valid, may be found in Balance of Payments of the United 
States, 1949-51. 

» See his paper. Measuring National Wealth In a System of Social Accounting in Studies 
in Income and Wealth, voL 12, pt. I, National Bureau of Economic Research, 1950, and 
i't̂ J**;*"^^ estimates in his A Study of Savings in the United States, vol. IH, 1956, and in 
37th Annual Report of the National Bureau of Economic Research, Inc., the latter of which 
is reproduced in appendix G. 
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The international spread of regular national income and product 
estimates in the decade after Worid War I I was phenomenal. I t is 
doubtful whether any equally important statistical innovation ever 
gained ground as rapidly on an international scale. The rnovement 
was accelerated, and to some extent guided, by international organi­
zations, particularly the United Nations and its regional commis­
sions (Economic Commissions for Europe, Latin Ajnerica, and the 
Far East 3(and the Organization for European Economic Coopera-
tionJwhich induced members to adopt a system of national accounts; 
to some extent standardized the system and thus facilitated its adop­
tion; and helped to introduce it in countries short of indigenous ex­
perts. Additional influences, possibly of a more tangible nature, 
were the facts that national income, and product and other figures 
from the national accounts were used for operating decisions by some 
international organizations, for instance in determining membership 
dues for the United Nations; and that they played a role in influenc­
ing the direction and size of international aid and loan programs. 

As a result by 1956 about 60 coimtries were regularly preparing 
estimates of national income and product ®̂ compared to only about 
2 dozen countries who did so 10 years earlier and only a handful who 
regularly published similar estimates before 1940. 

The characteristic features of the more advanced foreign national 
accounting systems, primarily of those used within the British Com­
monwealth and by countries in the Organization for European Eco­
nomic Cooperation, are visible from the comparative table given in 
appendix D which was prepared for the committee's use by the Sta­
tistical Office of the United Nations. It may therefore suffice to 
compare these foreign systems, without having any specific one in 
mind, with the national income and product accounts of the United 
States with respect to the conceptual structure, the administrative 
organization, the detail published, and the quality of the estimates. 

As far as the conceptual structure of the system goes several foreigri 
countries seem to have drawn ahead of the United States, at least 
if the development of an integrated system of national income and 
product and moneyflow accounts with substantial institutional sec­
toring is regarded as a step forward. Such a system is now in exist­
ence, or in active preparation, at least in Norway, Denmark, the 
Netherlands, France, Germany, and Canada. I t is fair to add, how­
ever, that in several cases the figures are still very rough, possibly 
rougher than would be regarded as acceptable in this country. There 
is no doubt that a number of countries are ahead of the United States 
in having a capital account for each sector, including the Govern-
^^nt. 

I t is probably in administrative organization that national income 
work abroad differs most pronouncedly from that in the United States, 
partly because most foreign countries have a centralized statistical 
system under which most basic statistics are collected by one Govern­
ment office. In Canada for example, the central office is the Dominion 
Bureau of Statistics. As a result of this administrative centraliza­
tion of statistics, not only are national income and product accounts 
and balance of payment statements done under the same roof as flow-

"This is the number of countries for which current estimates of national income In 
1954 or 1955 are shown in United Nations, Statistical Papers H-10 (April 1957) and does 
not include the U. S. S. R. and its satellites. 
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of-funds statements and input-output tables—wherever such docu­
ments are prepared, but the organization which assembles the na­
tional income and product estimates also has control over most of the 
primary data which go into these estimates. In such a situation it 
is obviously much easier to cast the primary data into a form suited 
to the national accounts, than when the recasting has to be done by 
an independent organization even where there exists a coordinating 
agericy, like the Office of Statistical Standards of the Bureau of the 
Budget. 

The national accounts of the United States provide considerably 
more detail with respect to industrial divisions and to commodities 
than those of any other country. On this point the United States is 
still well ahead, reflecting its more developed system of primary 
statistics. 

I t is extremely difficult to compare the quality of the national ac­
counts in different countries. Statistical experts who are familiar at 
first hand with the national accounts both of the United States and a 
number of foreign countries, have however no hesitation in rating 
the quality of the American estimates very high and in asserting that 
their quality is above that as yet attained in any foreign country. 
Those memoers of this committee who have had personal experience 
with the national accounts of foreign countries are inclined to agree 
with this evaluation. / 

3 . ORGANIZATION OF NATIONAL ACCOUNTING WORK W I T H I N T H E FEDERAL 
GOVERNMENT 

As the directive guiding the Committee's operation did not include 
the organizational and administrative aspects of national accounting 
in the United States, the Committee has only a few suggestions to 
offer which have come up in connection with other facets of its study. 
All these suggestions could be implemented immediately or in the 
very near future, and the first one is in the Committee's opinion of 
crucial importance for the development of national accounting work 
in the United States. 

{a) Enlargement of National Income Division 
The National Income Division should be considerably enlarged, both 

at the professional and clerical level. Increases in the staff of the 
National Income Division are essential and urgent and we shall revert 
to this point repeatedly throughout the report. 

(&) Research Section within National Income Division 
Within the National Income Division a small research section 

should be set up that can devote itself to the longer range problem of 
national accounting. The committee is impressed by the fact that 
Simon Kuznets, who was responsible for the first official national 
income estimates in the United States and probably has contributed 
more to the development of this field than anybody else, regards this 
as the most important recommendation with respect to the organiza­
tion of .national income work. In a memorandum submitted to the 
committee, he argued that : "The need for a research unit within the 
National Income Division, as a group of people who would be well 
versed in the field and yet free from compulsion and responsibility of 
continuous reporting, seems acute. * * * The research unit must be 
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set up in such a way that it has access to all the information, and can 
acquire experience by participating in the labors of estimation, and 
yet be free to experiment on its own." 
(o) Liaison between Nationod Income Division and Flow-of-Fu/nds 

Section of Federal Reserve Board 
•: Continuous liaison should be established between the National In­
come Division and the Flow-of-Funds Section of the Federal Reserve 
Board. There is already substantial informal contact between the two 
divisions, but it should be strengthened and formalized. In particu­
lar, arrangements should be worked out under which the data on flows 
of current income and product used in the Federal Reserve Board's 
flow-of-funds statements are prepared by the National Income Divi­
sion. I t may not always be possible to use in the flow-of-funds system 
as now set up exactly the same figures which appear in the national 
income and product accounts. But if two sets of estimates for the 
same, or closely related items, must coexist because of conceptual dif­
ferences in the two systems, the figures should be prepared by one set 
of estimators, preferably the one which has more detailed and con­
tinuous experience in the field. 
(d) Admiinistrative coordination 

The three recommendations just made are for immediate imple­
mentation. There exists, however, in this field a more basic prob­
lem— t̂hat of administrative coordination and integration of work on 
the national economic accounts. This problem is one the satisfactory 
solution of which will take much time and requires much more thor­
ough study than the committee has been able to give it. Nevertheless 
it is of such importance for the long-term development of the national 
economic accounts that it cannot oe altogether ignored in a report 
suchasthis. 

The cominittee has little doubt that as far as collection of basic sta­
tistical data is involved, decentralization is here to stay. This means 
that, as before, the national economic accounts will have to be built up 

: from primary statistical data which are collected by numerous inde­
pendent agencies, to name only the more important ones without 
attempt at ranking: the Bureau of the Census; the Internal Eevenue 
Service; the Bmreau of Labor Statistics; the Department of Agricul­
ture; the Federal Reserve Board; the Federal Trade Commission; the 
Securities and Exchange Commission; and the Department of Health, 
Education, and Welfare. The problem of influencing the collection 
of these basic statistics so as to make them fit as well as possible into 
the system of national economic accounts vrill thus continue to be with 
us. Indeed it will become more acute as the scope of national eco­
nomic accounting expands and as its accuracy requirements are given 
increasing attention. On this point the committee has no suggestions 
to offer since it is not called upon nor qualified to deal with the prob­
lem of coordination of statistics within the United States Government: 
The committee believes that the Office of Statistical Standards of the 
Bureau of the Budget should use to the full its statutory authority in 
inducing the agencies producing the primary statistics used in na­
tional economic accounting to take account in their plans of the needs 
of the integrated system proposed in this report. 



NATIONAL ECONOMIC ACCOUNTS 31 

I t is essential that at the summary level a single integrated system 
of economic accounts be published at regular mtervals in a single 
publication. In order to achieve this, it is recommended that the 
responsibility for preparing and publishing the summary integrated 
national economic accounts be concentrated in one spot withm the 
Federal Government. Integration of the various segments of the 
national economic accounts should not be allowed to restrict the activ­
ity of those groups working vpith the detailed information and thus 
hinder the evolution of these individual segments. It is recognized 
that changes must take place if there is to be improvement, and these 
changes may from time to time impair the comparability among the 
various segments. 

The committee is not concerned with the administrative arrange­
ments which such a process of concentration requires. Nor is it inter­
ested in the specific location of national accounting work within the 
Federal Government, or in the question how independent the desig­
nated organization ought to be from departmental supervision. The 
committee believes that it is important that competent staff economists 
and statisticians specializing in national economic accounting be close 
to the makers and advisers on economic policy—such as the Council 
of Economic Advisers, the Joint Economic Committee, the Federal 
Eeserve Board and the Treasury Department. The specialists should 
serve as a link between the group responsible for the overall national 
economic accounts and those who will use them in tne formulation of 
economic and fiscal policies. 

The committee, mially, does not regard it as either necessary or 
feasible to indicate in detail exactly where the responsibility of the 
coordinating agency ends, e. g., which of the estimates in the detailed 
accounts should actually be made by the coordinating agency itself 
and which it should only supervise or advise upon. Again a statement 
of the general principle that should apply must suffice. On the most 
general level the coordinating agency should not only set the frame­
work and lay down the rules, but should actually prepare the estimates 
in the summary tables by itself in close cooperation with other special­
ized agencies. The tables outlined in appendix A and B give a fairly 
good idea of the field covered by this recommendation. The detailed 
elaboration of the segments of the national economic accounts other 
than the income and product accounts might, however, be left to spe­
cialized statistical agencies. This applies primarily to flow-of-fun^s 
statements, input-output tables and balances of international pay­
ments. There the coordinating agency may limit itself to insuring 
that the more detailed statistics fit conceptually and quantitatively 
into the integrated overall framework. 

It is usually easier to make the appropriate administrative decisions 
when the work to be allocated has not yet been appropriated by an 
existing organization and vested interests are as yet weak. Within 
the field of national economic accounts this is the case only for national 
balance sheets. If by the time they become a regular feature of the 
Federal Government's work on the national accounts, the national 
income and product accounts and the flow-of-funds statements are in 
the hands of the same organization no problem will arise. Meanwhile 
there is, it seems to the committee, a natural division of responsibility, 
which would make best use of the specialized knowledge and contacts 
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of the different Federal agencies now involved in national economic 
accounting: Tangible assets would be handled by the agency in charge 
of putting together the national income and product accounts (now the 
National Income Division), while intangible assets and liabilities 
would be the responsibility of the agency preparing the flow-of-funds 
statements (now the Federal Reserve Board). The separation of 
work on one relatively small sector, agriculture, does not have much to 
recommend itself in principle, but is probably unavoidable as a practi­
cal matter and is not likely to lead to serious problems of integration. 

CHAPTER, V. OBJECTIVES OF NATIONAL ECONOMIC ACCOUNTS AND THEIR 
IMPLICATIONS FOR THE GENERAL FORM OF THE ACCOUNTS, 

1. OUIJRENT FORMS OF NATIONAL ECONOMIC ACCOUNTS 

The term "natiorial economic accounts" is currently used to 
refer to a number of bodies of systematically arranged statistical data 
which have as their focus the economic activities takirig place within a 
nation. There are at present five such bodies of data, treatirig differ­
ent aspects of the Nation's economic activity. These are the national 
income and product accounts, the input-output table, the flow-of-
funds statements, the balance of payments, and the national balance 
sheets." 
(a) Nationalincom,e and product accounts 

National income and product accounts are concerned, as the name 
implies, with income and product transactions. They are designed 
to show in monetary terms the current productive activity of the 
economy, distinguishing the current income and outlay associated 
with specific kinds of economic activities: production, consumption, 
and investment. They thus consolidate by economic activities the sort 
of information contained in the profit and loss accounts of enterprises 
and the budgets of consumers and government. 

(b) Input-output tallies 
Input-output tables are also concerned with the current productive 

activity of the economy, but they focus.on interindustry relationships, 
rather than on income and product transactions. Input-output tables, 
which are usually arrariged^in the form of a square from-whom to-
w^om tabulation, classify industries according to the nature of the 
processing activities in which they engaged. Information is provided 
on the inputs from other industries and sectors that are utilized by 
each industry, and on the utilization of the output of each industry in 
other industries and sectors. ^ r / 
(c) Flow-of-ftmds statements 

Flow-of-funds statements cover all money and credit transactions 
in the economy; they thus deal with financial as well as income and 
product transactions. They provide information on the extension of 
bank credit, the purchase of securities, and other changes in the assets 
and liabilities of the different sectors of the economy, as well as on the 
payments and receipts of income. In contrast with • input-output 

" A more detailed discussion of flow-of-funds atatements, input-output tables, and 
national balance sheets will be found in chs. XII to XIV. The development of national 
income and product accounting has already been sketched in ch. IV. 
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tables, flow-of-funds statements divide the economy into institutional 
sectors—corporations, unincorporated enterprises, banks, insurance 
companies, and so forth—rather than into processing industries. 
Flow-of-funds statements thus are intended to show the financial trans­
actions of various groups in the economy, rather than the physical 
transformation relationships. 
(d) Balance-of-payments tables 

Balance-of-payments tables embrace on the one hand the interna­
tional trade statistics, classified by country of origin and destination 
and by Commodity, and on the other hand foreign financial transac­
tions. The classification of commodities tends to be a cross between 
the industrial breakdown used by input-output tables and the end use 
breakdown adopted in national income and product accounting. In 
treating financial transactions, howiever, the classification system of the 
balance of payments bears a strong resemblance to that of flow-of-
funds statements. 
(e) NatioTial balance sheets 

National balance sheets show the assets and liabilities of different 
sectors of the economy. They are closely related to flow-of-funds 
statements, except that they deal with stocks rather than flows. They 
are concerned with both the tangible and intangible assets of the econ­
omy and the liabilities and equities arising therefrom. National bal­
ance sheets ordinarily deal with the same mstitutional^sectors as flow-
of-funds statements, since these are the sectors that hold financial 
assets and liabilities. In addition they must sometimes also deal with 
the stocks of plant and equipment and with inventories of the various 
processing industries distinguished in input-output tables. 

2 . NATIONAL ECONOMIC ACCOUNTS AND THE FORMULATION OF ECONOMIC 
POLICY 

National economic accounts are useful in the formulation of eco­
nomic policy primarily because they constitute a systematic record 
of basic information about economic activity, presented in such a 
manner that it is usable for carrying out meaningful economic analy­
sis. This of course does not mean that there are specific formulas 
that can be applied to the national income accounts to yield solutions 
to all economic problems. The situation is more nearly analogous 
to the use of accounting by the typical business firm. Accounts are 
necessary for the intelligent operation of a business firm; unless a 
manager knows about the costs, sales, and financial condition of his 
firm, he is in no position to put well-designed policies into effect. But 
an adequate set of accounts does not by itself guarantee the success 
of the firm; there are no magic rules the manager can apply to his 
accounts to solve all the problems he faces. For policies of the firm 
to meet with success, they must be based on an intelligent appreciation 
of what has happened in the past as recorded in the accounts, but 
they must also have behind them the creative ability and judgment 
of the policymakers. In similar manner, the analysis of national 
economic accounts and of projection^ based on them is necessary for 
the formulation of successful economic policies, but the accounts are 
not the only ingredient required. 
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There are three principal types of questions about overall economic 
policies for which the national economic accounts are useful. (1) Is 
the policy which is being considered capable of being achieved in 
terms of the availability of resources ? (2) How does the policy affect 
the operation of the economy in terms of prices, output, and employ­
ment ? (3) What is the net effect of the policy in quantitative terms ? 
Each of these types of questions will be examined briefly. 
(a) Economic policy and the availability of resources 

Perhaps the majority of economic policies are partial, in the sense 
that they deal with only 1 sector or 1 industry in the economy, and 
implicitly assume that the rest of the economy will automatically 
adjust to changes in that sector. An adequate evaluation of the use­
fulness of such a policy, however, requires some idea of the extent 
of the adjustment that will have to be made in the rest of the economy. 
For this reason one test of a partial economic policy is the examina­
tion of how it fits into the framework of available resources. I t 
might seem that almost any policy that advocates increased output 
somewhere in the economy is basically a good policy, since an in­
creased supply of goods and services is a desirable goal. But when 
the problem is considered in the context of the potentially usable 
resources in the economy, it is apparent that advocating an increase 
is orie particular industry is equivalent to declaring that it will be 
more beneficial to use additional resources in this industry than in 
any other. In other ^ords, such an economic policy, either conscious­
ly or imconsciously, involves a decision about which use of resources 
among all possible uses is preferable, a question which can-be answered 
only after a standard or preference has been agreed upon. For a 
valid defense of a particular policy it would be \iecessary to show 
what resources would be needed to carry it out, from what part of 
the economy such resources could be obtained, and why this particu­
lar use would be more preferable to alternative uses of these same 
resources in other industries. The national economic accounts are 
probably the best tool yet developed to assist in answering these 
questions. 

(h) EconomAc policy and the operation of the economy 
Economic policies that are well within the capabilities of an econ­

omy in terms of resource allocation can still have urifavorable effects 
upon the operation of the econonay. For instance, badly designed eco­
nomic policies can result in serious inflation or deflation. For this 
reason it is necessary to give careful consideration to the relation of 
any proposed policy to the actual functioning of the different sectors 
of the economy, for example, its effect on consumer income and con­
sumer expenditures, on tax receipts, on the manner in which the in­
centive to invest may be affected, and even on the credit structure of 
the economy. The framework of national economic accounts is cap­
able of making explicit many of the economic interrelations and effects 
involved, and is therefore a valuable tool for the analysis of such prob­
lems. 

(c) EconomAc policy and its quantitative effect 
The final question that must be considered is that of the actual re­

sults an economic policy can be expected to achieve, in terriis of the 
goals of the society. National economic accounts obviously can never 
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give a complete answer to this question. The welfare of individuals 
cannot be measured in terms of a few summary statistics. There are 
many nonquantitative ingredients—such as working conditions, free­
dom of opportunity, and the moral and political temper of the coun­
try. But the information in the national economic accounts can and 
does shed light, in considerable detail and in systematic form, on what 
is happening to the output of the economy. This inf ormatiouj even 
though it is by no means a complete basis for evaluating any policy, is 
very much needed as a gage of the performance of the economy. 

A policy cannot be advocated solely on the ground that its expected 
result would be beneficial. The result must be shown to be quantita­
tively great enough to warrant the risks involved. No action requir­
ing an estimate of the future is entirely without risk. Businessmen 
are constantly faced with the problem of choosing between those 
policies which have an excellent prospect of making a small gain and 
those policies which involve greater risk but also a possibility of cor­
respondingly larger gain. Policies which have a large degree of risk 
attached to a small possible gain are naturally excluded from any 
reasonable consideration. In like manner, the expected results of an 
economic policy need to be estimated in quantitative terms in order 
that the possibility of gain may be weighed against the risk and cost 
of failure. The national economic accomits again are a device that 
can provide some of the basic information needed to make decisions of 

. this type intelligently. ^ / 

(d) The use of national economAc accounts by business and labor 
Both business and labor organizations also make considerable use of 

national economic accounts information as an aid in decision making. 
There is considerable parallelism between the uses of national eco­
nomic = accounts in relation to economic policy described above and 
the uses of this information by business and labor organizations for 
shaping their own individual policies, but there are two marked dif­
ferences in point of view. , First, individual business and labor organi­
zations are rarely large enough to need to'lEake into account the reper­
cussions which their particular activities will have on the economy 
as a whole; they are therefore primarily interested in the national 
economic accounts as a description of the economic environment within 
which they operate. Second, the scope of the problem for which the 
national economic accounting information is used differs. Problems 
of economic policy" usually require a rather broad perspective showing 
how different groups in the economy are benefited or harmed, and what 
net result canoe expected from an overall social point of view. But 
in the use of national economic accounts by business and labor, the 
focus is apt to be much narrower; attention is directed to the effect 
of a given action on markets, profits, or the return to labor within the 
particular economic unit. . 

National income accounting has come to be one of the major tools 
of the economists of business and labor organizations in describing 
the economic environment. The quarterly tables of national income 
data and the monthly series on personal income are particularly useful 
in this connection. These data provide a comprehensive record of 
what is taking place in the economy, and on the basis of this record 
it is possible to explore the implications of current developinents in 
the economy as a whole for the future operation of the business or 
labor organization concerned. 
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The narrower uses of tthe national economic accounts data by busi­
ness and labor organizations are usually concerned with the analysis 
of the demand for the products of their industry.; Although the 
information in the national economic accounts is generally not suf­
ficiently detailed to be used in direct demand analysis for a specific 
product, it does depict the development of demand and supply for 
broad categories of goods and services. Such information can serve 
as a useful frame of reference for specific demand analysis. Even 
where the industry has more detailed information concerning its own 
development, the data on competitive or coiriplementary industries. 
contribute to a better uriderstandirig of the factors operating _on de­
mand.. The data on capital expenditures in various industries are 
not only useful for the capital goods industries themselves; they show 
where 'expansion or technological change is occurring. When the 
information in the national income and product account is tied into 
balance of trade data, it becomes possible for the analysis of demand 
to take foreign markets into account. The inventory data give in­
formation on the relationship between current production and sales, 
and indicate the supply of goods of various kinds that the economy 
has on hand to satisfy demand in the following period. , 

For both the broader and narrower purposes, business and labor 
economists, like other economists interested in evaluating economic 
policy, often make use of forecasts of the future and projections based 
on varying sets of assumptions. For instance, business or labor deci­
sion making frequently involves forecasts of productivity changes, 
not only in the immediate industry but also m related industries. 
The national economic accounts provide one of the frameworks for 
such projections, a framework which is particularly valuable because 
it is integrated and articulated and hence to some extent prevents the 
estimator from making errors due to myopia. Decision making gen-
rally operates within a context where some elements must be as­
sumed—for instance, rules regarding the depreciation that may be 
charged for tax purposes,a,or the level of corporate taxes. If these 
are changed, the decisions that businessmen would make would often 
be changed. Similarly, a sudden increase or decrease in the level of 
defense expenditures, or the restriction of building through a tight 
money policy, would have repercussions that business and labor or­
ganizations must evaluate. The national economic accounts provide 
a framework for making alternative projections under a variety of 
assumptions about conditions in the future. They thus enable busi­
ness and labor to judge in the face of uncertainty whether their pol­
icies will be satisfactory, not for just one set of circumstances, but for 
a variety of different possibilities. 

To date, business and labor economists have made more extensive 
use of the national income and product data than of other segments 
of the national economic accounts. There is a growing interest in 
some of the larger businiess groups, however, in the use of input-
output tables for the analysis of long-term interindustry relationships 
for investment purposes. Businesses engaged in internatiorial trade 
often make extensive use of the balance-of-payment data. There has 
been as yet little opportunity for business and labor economists to 
accumulate much experience with flow-of-funds statements and na­
tional balance sheets, but banks, insurance companies, and other finan-
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cial institutions are showing considerable interest in the information 
these branches of national economic accounting provide. 

3. THE PRESENT SYSTEM OF NATIONAL INCOME AND PRODUCT ACCOUNTS 
I N THE UNITED STATES 

The national income and jjroduct accounts are at present the most 
widely used general purpose form of national economic accounting 
as has already been indicated above. National balance sheets are 
similar in character. On the other hand the input-output table, the 
flow-of-funds statements, and the balance of payments, present some­
what more specialized information. 

In reviewing the state of the national economic accounts, therefore, 
and in making recommendations for changes, it will be useful to eval­
uate the present national income and product accounts as the basis 
of a natiomy^i»6eg»e-tmd-^p3?o-duet'aee0ta^ 
egoKOffiie^Sccounting system. Such an evaluation will differ consid­
erably from one which would consider the usefulness of the figures 
shoAvn in the various segments of the national economic accounts. A 
system of accounts must be judged in terms of its adequacy as a frame­
work for the data and its usefulness in facilitating the presentation 
and understanding of information. Evaluation of the data, however, 
is a much broader problem which must be couched in terms of the kind 
of information provided and its reliability, quite aside from the 
general form in Avhich it may be presented. ^ 

(a) The general form of the accounts 
The United States system of national income accounts really has 

three facets: (1) The formal set of accounts that is presented in sum­
mary form annually in tables I to VI of the Survey of Current Busi­
ness; (2) the annual tables of national income and product data now 
numbered 1 through 39, which differ considerably in form of presen­
tation from the formal accounts; and (3) the quarterly table of 
national income and product data in the February, May, August, and 
November issues of the Survey of Current Business. 

The formal accounts are concerned primarily with the derivation of 
the income and product originating in institutional sectors, rather 
than with a sj'stein of consolidated accounts for production, con­
sumption, and investment. Thus in the present United States system 
the business account (table I I ) includes the productive services of 
corporate and noncorporate enterprises, professional workers such as 
lawyers and doctors, and the imputed income of owner-occupied 
housing. But the productive services of domestic servants, teachers 
in privately endowed institutions, and other employees of nonprofit 
organizations are included in the persona] account (table I I I ) . The 
services of Government employees, such as civil servants, public school 
teachers, and employees of veterans' hospitals, are shown in the Gov­
ernment accounts (table I V ) . This fragmentation of productive ac­
tivities into essentially institutional sectors impedes the usefulness 
of the accounts for certain aspects of economic analysis. The rest-of-
the-world account (table V) suffers from the added disadvantage that 
it is presented on a net basis, and cannot easily be reconciled with the 
balance-of-payments account. In consequence, the formal accounts 
have been very little used for economic analysis. Their major func-
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tion to date has.been pedagogical: to show how the system is con­
structed and to provide the rationale for it. But they have deficien­
cies even from this point of view, since, because of the particular 
form of sectoring chosen and the accent laid on the derivation of 
aggregates, a large number of quantitatively insignificant items are 
required for formal completeness. 

The more detailed, though less integrated, Arabic-numbered tables 
have thus come to be the heart of the United States annual national 
income accounting system. The information contained in these tables 
is more complete, and generally in a form better adapted for economic 
analysis than that contained in the formal accounts. For instance, the 
Government receipts and expenditures tables (tables 8 and 9) present 
data in a much more useful form than do the formal accounts. In 
many of the tables, however, a reordering and regrouping would be an 
improvement, clarifying the nature of the different items and reduc­
ing the appearance of proliferation of items. Here, too, the presen­
tation of the transactions with the rest of the world would oe im­
proved if they appeared on a gross rather than a net basis. 

The quarterly tables are the most recently developed form of 
national income and product data. It is interesting to note that in 
these data the classifications tend to follow lines of economic activity 
somewhat more closely, and many of the less meaningful items are not 
shown. 

The National Income Division of the Department of Commerce has 
recognized that a reorganization of the national income and product 
accounts is in order, and its chief has made concrete proposals to this 
effect which are summarized in appendix E. Generally speaking, the 
system toward which he would like to see the national income and 
.product accounts move is some combination of the present quarterly 
data and some of the basic tables that are now presented in the 
national income supplement of the Survey of Current Business. 
(b) Valtiation and imputation 

Besides the general form of the accoimts, there is also the question 
of whether the present system of valuation and imputation used by 
the Department of Commerce is optimal. The valuation problem 
mainly centers aroimd whether items should be valued at the prices 
they sell for in the market, or at what they cost in terms of payments 
to the factors of production. The problem of imputations arises in 
deciding how far one should go in including production and consump­
tion that occurs outside of the market meSianism. 

Generally speaking, the transactions and assets encompassed in most 
forms of economic accounts are valued at market prices. This is 
especially true of input-output tables and flow-of-funds statements. 
With regard to the national income and product accounts, however, 
an alternative method of valuation enters the picture, factor cost, 
which conceptually is equal to the valuation at market prices plus 
subsidies less indirect taxes. Both types of valuation are used in the 
present accounts— t̂he aggregate labeled "net national product" and 
its distribution by type Of expenditure are at_ market prices, while 
that labeled "national income" and its distribution by industry are at 
factor cost. These alternative methods of valuation reflect the differ­
ing uses to which the accounts may be put. Conceivably the two 
schemes of valuation might be carried throughout the entire accounts; 
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for example the distribution of national product by type of expendi­
ture might be presented at factor cost as well as at market prices. 
For most purposes to which the accounts might be put, however, the 
quantitative difference between the two schemes of valuation would not 
be of importance, and for this reason the committee does not recom­
mend any change in the present valuation procedure. 

Imputations do not play a major role in the United States national 
income and product account. At the present time the United States 
national income accounts contain four major kinds of imputations 
for economically relevant services for which no cash (or credit) pay­
ment is made: (1) wages and salaries furnished in kind; (2) rent of 
owner-occupied dwellings; (3) food and fuel consumed on farms; (4) 
certain services of fitnancial intermediaries. The total amount of these 
imputations accounts for only a srfiall proportion of total gross na­
tional product—something like 5 percent in recent years—but they 
are required on the ground of internal consistency in the coverage of 
the accounts. Unless these imputations were made, spurious differ­
ences from year to year or among countries would be showri in items 
like gross or net national product as differences existed or shifts oc­
curred, e. g., in the proportion of owner-occupied and rental housing, 
or farmers' use of home grown and purchased food. 

The committee, therefore, accepts the use of imputations in the na­
tional income and product accounts but feels that all imputations 
should be clearly identified in the accounts so that users can eliminate 
them if they wish. The committee does not think that the number of 
imputations should be expanded at this time in view of the very 
serious problems of measurement that would be raised, though as in--_ 
dicated below eventually it might be desirable to incorporate imputa­
tions for the use value of Government structures and consumer dur­
ables. The imputation for services of financial intermediaries also 
requires reexamination (ch. VII, sees. 1,2,3). 

(c) The national total: Net or gross 
At present the aggregate which receives most prominence in public 

discussion is gross national product, and in fact-the set of accounts 
presented below is built around this aggregate. In view of the un­
satisfactory conceptual nature of the present estimates of capital con­
sumption, there seems little reason for recommending a shift to the 
net-product concept at the present time. However, the committee 
recommends below the development of replacement cost estimates of 
capital consumptiori, and when this is accomplished, the figures will 
more adequately reflect the net output of the economy after allowance 
for maintaining the capital stock intact.^* 

4. THE PROBLEM OF INTEGRATION OF NATIONAL ECONOMIC ACCOUNTS 

The various forms of national economic accounts, such as national 
income and product accounts, input-output tables, flow-of-funds 
statements, balance of payments, and national balance sheets, do not 

" A small minority of the committee feels that even replacement cost depreciation should 
not be used in calculating the net output of an economy. Both original cost and replace­
ment cost depreciation as conceived of here take obsolescence into account, and It can be 
argued that although new inventions, etc, may result in a loss in capital values through 
obsolescence to individual producers, these factors should not be treated as losses, i. e., 
deductions from output, for the economy as a whole. Although they may cause losses to 
specific producers, they are gains for the economy as a whole. 
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at the present time form a single integrated system of accounts. The 
flow-of-funds statements provide a partial: reconciliation with the 
data contained in the national income and product accounts, and the 
balance-of-payments data provide the basic information contained in 
the rest of the world sector of the national income and product ac­
counts, but in neither case is movement between the various forms of 
accounts easy. The committee, in considering this problem of inte­
gration, has felt it necessary to inquire (a), whether integration is 
desirable per se, and (b) what difficulties stand in the way of ac­
complishing it. Finally, the committee has also felt it incumbent 
upon it to spell out in concrete terms exactly what it does recommend 
in the way of integration. 

(a) The need for integration of the national economic accounts 
Integration of the national economic accounts is desirable from 

three points of view. First, many economic problems require the use 
of several different kinds of information, and it is often necessary to 
move from the information provided by one kind of economic accounts 
to that provided by another. Second, from a statistical point of view, 
integrating the various kinds of economic accounts makes best use 
of (;he available data, with less duplication and with improvement in 
statistical accuracy. Finally, for the user of the national economic 
accounts, a single integrated system is easier to understand and use 
correctly than a number of different apparently unrelated or over­
lapping systems. 

In analyzing many kinds of economic problems it is necessary to 
compare information contained in one form of accounts with that in 
'another form. For example, for balance-of-trade problems it is some­
times important to consider exports and/or imports of a product from 
a given country in relation to the total domestic output of that prod­
uct. This may require that the information in balance-of-trade 
statistics be reconciled with either national income and product data 
or input-output data. Similarly, there are many occasions when the 
flow-of-funds data must be analyzed in conjunction with the different 
national income and product aggregates such as the gross national 
product or personal income. Unless integration among the various 
forms of national economic accounts is achieved, different definitions 
are apt to be used for comparable categories of data, thus prevent­
ing movements or comparisons between the various forms of economic 
accounting. I t would be very useful if identical classifications could 
be decided upon where appropriate. Only fairly systematic integra­
tion can achieve this objective. 

From a statistical point of view, it is obvious that if two accounting 
systems have different definitions for what is essentially the same cate^ 
gory of information, different tabulations will have to be made, and the 
same basic material will have to be gone over twice, when a single tabu­
lation might in many instances have provided the information for 
both systems. In other instances, where categories of information, al­
though not identical, are directly related, new tests of consistency will 
develop when the statistics are put into a single framework. Thus, 
for example, input-output tables and national income and product 
accounts have in the past been derived in part from different proc­
essing of the same data, and much might be gained in the accuracy 
of both systems by a conceptual integration. In some instances this 
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might result in the use of superior sources and the prevention of 
undesirable-duplication. 

Finally, from the point of view of the individual faced with the 
problem of using the information provided'by the various forms of 
economic accounts, an integrated system wbuld fit all of the pieces 
together into a relatively simple pattern. From a pedagogical point 
of view, this need has long been felt. All too often, each system is 
explained separately, with the observation added at the end that of 
course all these things are Highly interrelated. A simple integrated 
system would provide the user with a guide to the national accounts, 
and at the same time demonstrate in a systematic manner the exact 
differences among the kinds of information provided. 

(b) Thedifficulties of integration 
There are very good reasons why in the United States a simple in­

tegration of the various.forms of national economic accounts has not 
occurred to date. As already mentioned, the different accounting sys­
tems have different purposes and look a;t the economy from different 
points of view. The national income and product accounts, in con­
trast with other forms of national accounts, are designed to produce 
meaningful aggregations and consolidations of the economic activity 
that takes place within the Nation, subordinating the masses of de­
tail. The input-output tables concentrate on the interindustry rela­
tionships, usually showing them in considerable detail. The flow-of-
funds statements put their main emphasis on the sources and uses of 
funds by institutional sectors of the economy. Balance of payments 
statistics are limited to the transactions between the national economy 
and the rest of the world. Natiorial balance sheets deal with the assets . 
liability, and equity jpositions of the various groups and are used 
primarily for the ana,rysis of financial interrelationships. 

In organizing the ̂ basic data, input-output tables and flow-of-funds 
statements take very different approaches. In input-output tables, eco­
nomic units are classified iaccording to tlie^ nature of their productive 
activity, rather than by the characteristics of the firm or legal en­
tity involved. Thus for input-output purposes, the automobile in­
dustry would include only those plants specifically engaged in the pro­
duction of automobiles; General Motors Corp. would never appear as 
an entity, but rather the activities of its plants, or even shops within 
plants, producing automobiles would be separated as far as feasible 
from the activities of the company's other plants or shops. Such an 
approach is necessary in studying the processing activities of indus­
tries from a predominantly teclmological angle. The flow-of-funds 
statements, in contrast show the sources and uses of funds by institu­
tional sectors, and for this purpose it is appropriate to focus on the 
firm as the decisionmaking and financial unit. In the flow-of-funds 
statements all transactions of General Motors Corp. would be consid­
ered in the same sector. The economy is classified!̂ ^ according to legal 
form of organization within fairly broad producing groups, rather 
than on the basis of processing activity alone. The dilemma that may 
arise in the national balance sheets has already been noted; on the one 
hand, it is sometimes useful to classify tangible assets by processing 
industry, but on the other hand it is as a rule necessary to classify 
financial assets and liabilities and equities according to the same 
system as is employed in the flow-of-funds statements. 
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If the national accounts information is to be made available in 
published form, it would not be practical to achieve integration of 
these different systems of sectoring by full cross classification. Such 
a, procedure would result in large masses of unwieldy information 
that would be more likely to hamper than to aid analysis. If, for 
example, an input-output table which specified several hundred in­
dustries had to show within each industry all the forms of institu­
tional and legal organization, the matrix would become so large that 
publication in comprehensible form would be virtually impossible. 
(o) Basic reqidrements for a system of integrated national economic 

accov/nts 
The requirements that will be set forth here are only those that 

bear directly on the nature of the integrated national economic ac­
coimting system which is proposed. In these terms there are five 
major requirements, which become the basic principles on which the 
integration is based. These are (1) that the national income and 
product accounts provide the general framework for the integrated 
system of economic accounts; (2) that a national income account­
ing system so specified be simple, articulated, and framed in terms 
of economic activities rather than legal forms of organization; (3) 
that the sectoring of activities in the economy be carried out both for 
industries in terms of establishments and for legal forms of organiza­
tions; (4) that all sectors have full sets of current and capital ac­
counts ;": and (5) that the integrated system be such that the various 
forms of national economic flow accounts other than the national in­
come and product accounts can be consolidated into the summary 
national income and product accounts, and that the accounts repre­
senting stocks result from cumulating flow accounts. 

The suggestion that the national income and product accounts 
provide the general framework for integrating the various forms of 
economic accounts was originally made by Morris Copeland.*"* Be­
cause the national income and product accounts are essentially sum­
mary statements of the activity of the economy as a whole, they are 
ideally suited for such a role. In contrast with the other systems, 
national income and product accounts are the only system which is 
built around specific aggregates. The various other forms of eco­
nomic accounting could be made to tie in with the income and product 
accounts at a fairly aggregated level, and consequently there would 
be much more freedom possible at the more detailed levels than if a 
more detailed integration were attempted. 

The idea of setting up the national income and product accounts in 
a simple articulated system in terms of economic activities was pre­
sented by George Jaszi.^ Such a system would consolidate all pro­
ductive activity in the economy into a single gross national income 
and product account. Other simple accounts would be shown for the 
activities of consumers. Government, foreign trade, and saving and 
investment. I t is such a system of national income accounts that will 
be presented below. . ^ ^ - > t f ^ M ^ 

" For discussion of the capital accounts for Government and consumers, see _. 
soThe Feasibility of a Standard Comprehensive System of Social Accounts, in Problems 

In the International Comparison of Economic Accounts, Studies in Income and Wealth, 
vol. 20 (Princeton. 1957). 

»In A Critique of the United States Income and Product Accounts, Studies In Income 
and Wealth, vol. 22 (in press). 



NATIONAL ECONOMIC ACCOUNTS 43 

The sectoring of the accounts into industries and by legal form 
of organization in the system proposed below follows the lines recom­
mended by Stanley Sigel.^* Sigel recognized that two basic kinds 
of sectoring would be required if the input-output table and the 
flow-of-funds statements were both to be consistent with their basic 
objectives. A single form of sectoring of a compromise nature would 
mean that the statistics would not be useful for either purpose. 

The provision of both current and capital accounts for all sectors 
follows the line of reasoning developed by Ribhard Sfone,̂ * and more 
recently in the United Nations system of national income and product 
accounts. '̂' This means that for any particular sector, it will be pos­
sible to select out of the various parts of the integrated accounting 
system a set of accounts which will show all the transactions of that 
sector, as illustrated in tables C and D, pages 37 and 38, below.̂ ^ 

Finally, the procedure whereby certain forms of economic accounts 
cotdd be obtained by deconsolidating one of the summary national in­
come and product accounts was suggested by the National Income 
Division of the Department of Commerce. Specifically, it was shown 
that the consolidated saving and investment account could be broken 
down into accounts showing the changes in assets and liabilities for 
each of the sectors. Following this suggestion through for the other 
accounts, it becomes possible to erect a system of supplementary de-
consolidated tables that cover all the foriris of national economic 
accounts. 

5. IMPLEMENTATION OF AN INTEGRATED SYSTEM OF NATIONAL ECONOMIC 
ACCOUNTS 

The implementation of the integrated national economic account­
ing system follows quite closely the requirements listed in the preced­
ing paragraphs. The system presented here has been strongly in­
fluenced by that set forth in National Income Accounts and Income 
Analysis ^ by Richard and Nancy D. Ruggles. The suggestions made 
by the committee, of course, are limited to the general form of the 
national economic accounting system. The details, such as the exact 
number, coverage, and titles of the individual lines in the various 
accounts and tables are primarily illustrative, and should not be re­
garded as specific and definite recommendations by the committee. 
The present purpose is simply to establish the form of the accomits 
toward which the various components of the national economic ac­
counts now existing should converge. I t will obviously be necessary 
to work out the details of the system within the Federal Government 
and it will then be essential to have the proposed new tables system­
atically examined by the various user groups. 

In discussing the implementation three things will be considered 
First, the general form of the national income and product accounts 
which are to serve as the framework of the integrated system will be 
presented. Second, the way in which the other forms of economic 
accounting can be related to the national income and product account 
framework will be shown. Finally, the derivation of current and 

^ A Comparison of the Structures of Three Social Accounting Systems, in Input-Output 
Analysis: An Appraisal, Studies in Income and Wealth, vol. 18 (Princeton, 1955). 

^Measurement of National Income and the Construction of Social Accounts, United 
Nations, Studies and Reports on Statistical Methods, No. 7, Genvea, 1947 (sales No.: 
1947.11.6). 

^' A System of National Accounts and Supporting Tables, United Nations, 1953. 
'" For discussion of tlie capital accounts for Government and consumers, seejcAfetr 
«McGraw-Hm, 1956.^ 

ft' "^^-ff^^y^ 
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capital accounts for the different sectors of the economy from the 
integrated system will be demonstrated. 
{a) The national income and prod^M3t accounts 

An example of the kind of riational income system recommended 
by the committee is given in appendix A, tables 1-5. The system is 
summarized in tables A and B below. 

This summary: system of national income and,product accounts 
distinguishes the ecoriomic activities of production, consumptiori, and 
investment. The, various accounts can be deconsolidated into sectors 
either by processing industries (for input-output purposes), or by 
form of organization (for flow-of-funds arid balarice-sheet purposes). 
The succeeding paragraphs describe the specific deconsolidated tables, 
and accoimts which will achieve the integration of all the different 
bodies of data. 

The corisolidated production iaccount (table A-1 in appendix A) 
embraces the production activities of the economy as a whole, and is 
identical in scope with that of the national income and product ac­
count (table 1) in the current United States national accounts system. 
Two accounts were used to show expenditure on goods and services, 
because it was felt that even at the most summary level it would be 
useful to distinguish private consumption from public services. The 
private consumption accourit shows the income, consumption, trans­
fers, and saving of all household and nonprofit institutions on a con­
solidated basis. Investment for the economy is shown in a corisoli­
dated saving and investment account, bringing together the saving 
and investment items in the other accounts. To show production, 
consumption, and investment, these four accounts would be sufficient. 
The rest of the world could be treated as an industry; the item "net 
exports" would appear as an end use of product on the product side 
of the consolidated productiori account and as an investment item 
in the saving and investment account. There is, however, sufficient 
interest in foreign trade as a separate activity that it seems fitting to 
introduce a separate gross account for it. 

TABLE A.—Summary of a system of national income and product accounts for 
the United States for 193S 

[In biUionsl 

I. QEOSS NATIONAI, INCOME AND PEODUCT ACCOUNT 

1.1 Payments by producing units to individuals (2.5) . ; $277.5 
1.2 Income retained by producing units (5.4) . 39.5 
1.3 Tax and income payments by producing units to Government (3.6)- 54.4 
1.4 Minus: Subsidies and Government interest (3.2) 7.6 
1.5 Statistical discrepancy (5.7) ;__ 1.0 

Gross national income 364.8 

1.6 Consumers'expenditures on goods and services (2.1) 229.6 
1.7 Government expenditures on goods and services (3.1) 77.2 
1.8 Gross expenditures on producers'durable goods (5.1) 51.6 
1.9 Net change in producing units inventories (5.2) 1.5 
1.10 Exports (4.1) 21.3 

Total availabilities 381.2 
1.11 Minus imports (4.5) . . . 16.4 

Gross national product - 364.8 
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H. PEESONAI. INCOME AND OPTLAT ACCOTJNT 

2.1 Consumers' expenditures on goods and services (1.6) _ $229.6 
2.2 Tax payments by individuals (3.7)—.—I—— _ 44.6 
2.3 Transfer payments to abroad (4.6)——__--—L_ .5 
2.4 Personal saving (5.3) .___ .-. . 15.6 

Personal outlay and saving .-. -L 290.3 

2.5 Payments by producing units to individuals (1.1) 277.5 
2.6 Transfer payments by Government to individuals (3.3) 12.8 
2.7 Transfer payments from abroad (4.3) .— .0 

Personal income . 290.3 

m . GOVEENMENT RECEIPTS AND OtTTLAT ACCOUNT 

3.1 Government expenditures on goods and services (1.7) — 77.2 
3.2 Subsidies and Goverimient Interest (1.4) 7.6 
3.3 Transfer payments to individuals (2.6) 12.8 
3.4 Transfer payments to abroad (4.7) . 6.3 
3.5 Government surplus (5.5) __! '. '. —4.8 

Government outlay and surplus 99.1 

3.6 Tax and income payments by producing units (1.3)_— — 54-4 
3.7 Tax payments by individuals (2.2) •-. 44.6 
3.8 Transfer payments from abroad (4.3) —; .~. . 1 

Government receipts -. : 99.1 

IV. FOBEIQN XEADE AND PAYMENTS ACCOUNT 

4.1 Exports (LIO) , 21.3 
4.2 Transfer payments to individuals (2.7) --. .0 
4.3 Transfer payments to Government (3.8) ; . 1 
4.4 Net borrowing from abroad (5.6) — _— ;_ - 1.9 

Receipts from abroad-^ . , 23.2 

4.5 Imports (1.11) 16.4 
4.6 Transfer payments from individuals (2.3) .5 
4.7 Transfer payments from Government (3.4) 6.3 

Payments to abroad- __: 23.2 

V. GEOSS SAVING AND INVESTMENT ACCOUNT 

5.1 Gross expenditures on producers'durable goods (1.8) 51.6 

5.2 Net change in producing units inventories 1. 5 

Gross domestic investment 53.1 

5.3 Personal saving (2.4) 15.6 
5.4 Income retained by producing units (1.2) 39. S 
5.5 Government surplus (3.5) .__ —4.8 
5.6 Net borrowing from abroad (4.4) 1.9 
5.7 Statistical discrepancy (1.5) - : 1.0 

Gross saving ; . . 53.1 
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TABIB B.-^Summary of national'income and product accounts for the United 
States, 1953 

Iti billions] 

Flow 

• • 

I. Fayments by producing units 
to Individuals.... 

2. Income retained by producing 
units 

3. Tax and Income payments by 
producers to Government... 

4. Subsidies and Qovermnent 

6. Statistical discrepancy 
6. Consumers' expenditures on 

7. Government expenditures on 
^nnrls anil f!pTvl(>(>;» 

8. Gross expenditures on pro­
ducers' durable goods 

9. Net cbange In enterprise in­
ventories... . . . 

10. Exports . . 
U. Imports . . 
12. Tax payments by Indlvidu^ 

13. Transfer payments by in-

M. Feisonal saving . 
16. Transfer payments by Gov­

ernment to individuals 
16. Transfer payments from 

17. Transfer payments to abroad 
by Government . . 

IS. OnvntTlTTiBTit filirplnS 
19. Transfer payments from 

20. Net borrowing from abroad.... 

Total _ 

Production 
account 

Allo­
cation 

$277.6 

39.fi 

614 

-7.6 
1.0 

364.8 

Source 

$229.6 

77.2 

61.6 

1.6 
21.3 

-16.4 

364.8 

Consumption 
account 

Allo­
cation 

$229.6 

$44.6 

.6 
16.6 

290.3 

Source 

$277.6 

12.8 

0 

290.3 

Government 
account 

Alio-
cation 

$7.6 

77.2 

12.8 

6.3 
-4 .8 

09.1 

Source 

$64.4 

44.6 

.1 

99.1 

Foreign 
account 

Allo­
cation 

$21.3 

0 

.1 
1.9 

23.2 

Source 

$16.4 

.6 

6.3 

23.2 

Capital 
account 

Allo­
cation 

$61.6 

1.6 

63.1 

Source 

$39.6 

1.0 

16.6 

-4 .8 

1.9 

63.1 

In this system of accounts the flows are expressed in relatively gross 
terms. The flows are grouped according to the other accounts in the 
system from which they flow and to which they are paid, and this 
network of grouped flows forms a simple articulated system. The 
simplicity of the system can be seen in table A; in this table the detail 
has been omitted, leaving only the major flows. 

A presentation of this sort also has the advantage that it tends to 
increase international comparability at least at the aggregate level. 
Lack of international comparability often occurs because different 
systems of sectoring or breakdowns are available for different coun­
tries, and adjustment is difficult. The system suggested above requires 
relatively few individual flows, and alternative breakdowns within 
the flows do not affect the comparability of the accoimts themselves. 
Thus the lack of data for some small and intrinsically unimportant 
flows will not impede overall comparability. Table B shows the 20 
flows that are required for implementation of the system arranged 
into a single table. 

Much of the simplicity of this system has been obtained by omitting 
some of the national income aggregates from the system of national 
income accounts. Thus neither net national nor national income is 
shown. This does not mean that these aggregates should be rieg-
lected. Rather, they could be treated as is now done in table 4 of the 

http://39.fi
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United States system, in a separate table showing the relationships 
among the aggregates. 
(6) The relation of the other forms of national economic accov/nting 

to the natiorMlincpme and product accounts 
With the national income and product accounts providing frame­

work for the natiorial economic accounting system, it is now possible 
to describe more precisely how the other forms of a.ccoimts can be 
related to them. The interrelation can be achieved by considering 
the other forms of economic accounting as deconsolidations of spe­
cific accounts within the national income and product accotmts. For 
example, the gross national income and product account covers all the 
productive activity taking place in the economy. The input-output 
table also covers this sanie general area of activity, but it shows in 
addition the interindustry relationships—^transactions that have been 
consolidated out in the gross national income and product account. 
Similarly it wiQ be found that the introduction of specific subclassi-
fication in terms of sectors and the inclusion of transactions which 
have been consolidated out in the national income and product ac­
counts can provide the necessary data for the other forms of national 
economic accounting, such as flow-of-funds statements, etc. Below is 
a list of the tables that are envisaged, together with references to the 
tables in the appendix which have been drawn up as examples. 

(1) National income and product account (consolidated pro­
duction account)—stable A-1. 

{a) Value of product by industrial sector (input-output 
table, current)—stable A-6. 

(6) Value of product by institutional sector (producing 
sectors' current account of the flow-of-funds statement)— 
table A-7. 

(2) Personal income and outlay account (private consump­
tion account)—stable A-2. 

(a) Income and outlay by institutional sector (private con­
suming sectors' current account of the flow-of-funds state­
ment)—stable A-8. 

(3) Government receipts and outlay account (public services 
account)—stable A-3. 

(«) Eeceipts and outlay by kind of government (public 
services sector current account of the flow-of-funds state­
ment)-y-table A-9. 

(4) Foreign trade and payments account (external account)— 
table A-4. 

(a) International current payments by country and com­
modity (trade matrix of the balance-of-payments account)— 
table A-10. 

(5) Saving and investment account— t̂able A-5. 
(a) Savings and investment by industry (input-output, 

investment) —stable A-11. 
(5) Stock of reproducible goods by industry (input-

output, capital stocks)—table A-12. 
(o) Changes in assets and liabilities by institutional sector 

(saving and investment account of the flow-of-funds state­
ment and balance of payments account)—^table A-13. 

{d) Stock of assets and liabilities by institutional sector 
(national balance sheet)—^tableA-14. 

451377 0—58 4 
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From a schematic point of view, it is possible to show how the 
various tables are interrelated and how they relate to. the variouskinds 
of national economic accounting systems. In chart 1 the five national 
income and product accounts are shown in the top row. The next row 
shows the derivation of the input-output table from the gross national 
income and product account. As a part of the iriput-output system, 
also, a table IS derived from the gross saving and investment accomit, 
showing saving and investment by industry. The flow-of-funds 
statements are represented by the third row. I t includes four separate 
tables. Three of these, derived from the first three of the national 
income and product accounts, show the nonfinancial receipts and out­
lays for institutional sectors. The fourth, derived from the saving 
and investment account, shows changes in assets and liabilities for 
these sectors. The internatioiial trade matrix is shown in the fourth 
row, as a breakdown of the foreign trade and payments account. Bal­
ance of-payments information, however, will also be covered in the 
input-output tables and the flow-of-fimds statements, where the for­
eign sector is shown both as an industrial classificatiori and an institu­
tional classification, and imports and exports by industry are also 
giveri explicitly iri the input-output table. The bottom row shows the 
national wealth table and the national balance sheet as derived from 
the expenditures on reproducible assets on the one hand, and the 
changes in assets and liabilities ori the other. This in broad terms 
is the general nature of the system, but for further clarification it 
will be useful to examirie the specific supplementary tables in somewhat 
more detail. 
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(1) Value of product table classified by industrial sector.—^It is 
recommended that a table supplementary to the consolidated produc­
tion account be drawn up to show the gross value-of-products flows 
and the sales and purchases of industries to and from each other. The 
classification should be on an establishment basis, tying in with the 
systena used by the input-output table. An example of the stubs and 
column headings for a table which deconsolidates the production 
account according to industrial sectors is shown in table A-6 of appen­
dix A. This table gives iricomeand expenditures information for 
the various industries in the economy. The value of product is shown 
both in terms of the sales which are made by each industry to other 
industries or groups in the economy, and in terms of the manner in 
which each industry allocates its receipts from sales to other industries 
or groups. The allocations of receipts by a particular industry ex­
cluding interindustry current account purchases are equal to gross 
product originating in that industry plus imports. The sales of 
products by a particular industry excluding sales to other industries 
on current account measures the final product originating in that 
industry, and the total for all industries yields gross national product 
plus imports. The value of product accounts are combined rather 
than consolidated accounts. They show not only the breakdown by 
industrial sector of the information contained in the usual ^oss ria­
tional income and product accoimt, but in addition the interindustry 
sales and purchases on current account that are consolidated out of 
the gross national income and product account. For maximum useful­
ness the key manufacturing groups should also be shown separately. 

The extension of the consoSdated production account illustrated in 
table A-6 has the foUowmg functions. (1) I t ties the current trans­
actions of the national income accounts to input-output tables at a 
fairly aggregative level. (2) The value of product flows,themselves 
are useful for aggregative econonoic analysis. For example, with pres­
ent statistical information it is not possible to ell how much of the out­
put of an industry was exported to other countries, or how much of 
the input of a particular industry comes from imports. (3) The 
data help to improve the quality of the national income statistics. 
Value or product data for particular industries are often available, 
and if they are introduced explicitly into the system they can be used 
as a test of consistency. (4) The value of product data are required 
for the development of constant price data for industries. To obtain 
real output figures for individual industries, it is necessary to deflate 
the input of materials to the industry and the output of the industry 
separately to obtain a deflated value added (cf. ch. VI) . 

(2) Value of product table classified by institutional sector.—^Just 
as it is useful to show a supplementary deconsolidation of the gross 
natiorial income and product account by industrial sectors, it is also 
useful to show a supplementary deconsolidation of it by institutional 
sectors. Such a procedure yields the equivalent of profit and loss 
statements for all the producing units in the economy grouped ac­
cording to form of organization. From a practical standpoint the 
deconsolidation of production by institutional sectors can and need be 
carried out in considerably less detail than is recommended for the 
industrial classification. I t is not necessary, in the institutional sec­
toring, to spell out the to-whom f rom-whom relationships in each sec-
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tor's sales and purchases on current account.. Unlike the inter-indus­
try relationships, there has been little analytic interest in the interrela­
tion of purchases and sales on an institutional sector basis. In the 
value of product table by institutional sectorsj therefore, the sectoral 
classifications need riot appear as rows in the table. A single item, 
"Purchases from producing uriits on current account," will be suffi­
cient, as shown in table A-7. 

In basic concept the value of product table by institutional sector 
is the same as the value of product table by industrial sector; the only 
differences lie ia the kind of sectoring employed and in the omission 
of detail in the purchases from producing units on current accourit. 
The institutionalsector table provides the equivalent of profit and loss 
statements for producing units classified by form of organization, and 
so yields the current account portion of the information contained 
in flow-of-funds statements for producing units. The importarice 
of such information for many forms of monetary and fiscal analysis 
has already been discussed, and it is sufficient to point out here the 
usefulness of providing this information in a form that ties in directly 
with national income and product accounts, on the one hand, arid 
with input-output tables, on the other hand. 

(3) Personal income and outlay table by institutional sector.—^The 
coverage of the personal income and outlay account is quite broad, 
embracing all forms of private consumption in the economy. For 
example, the income, outlays, and saving of farmers and other unin-
coi^orated businesses appear in the accoimt as well as the income, out­
lays, and saving of families receiving wages, salaries, and property 
income. The problems involved are discussed in greater detail in 
chapter VTI, section 1, of this report. I t is recommended there that 
within that accoimt separate sectors be set up for farmers, nonfarm 
entrepreneurs, other households and nonprofit institutions. In carry­
ing out this breakdown it is not necessary to show the articulation 
among the personal sectors and between each of the personal sectors 
and each of the other (nonpersonal) accounts, so that the deconsoli­
dation could be similar in nature to that shown in table A-7 for pro­
ducing units by institutional sector.^ The sectors would appear as 
column heading in the table, and the kinds of income, together with 
the kinds of outlays, taxes, and saving, would be shown as rows. The 
form is shown in table A-8. This table gives the current accounts for 
the private consumption sectors and so represents the current account 
portion of the flow-of-funds statements for these groups.-

(4) Government receipts and outlay table by governmental unit.— 
The Government receipts and outlay account presents public trans­
actions in the form of a consolidated statement of receipts, outlays, 

" The basic difference between consolidated accounts and sectors In the system of 
national accounts as the terms are used here is that consolidated accounts are articulated, 
while sectors are not. This means that every flow between any two consolidated accounts 
is shown explicitly in the system. Thus in a 5-account system^ a minimum of 20 flows 
would be shown where only 1 kind of transaction occurs [n(n—1) where n equals the num­
ber of accounts]. If the number of transactions Identified, 1. e., transfers versus purchases 
of goods and services, is increased, this will lead to a direct multiplication in the number 
of flows in the system: mn(n—1) where m equals the number of kinds of transactions. 
Thus if 2 kinds of transactions were systematically distinguished, 40 flows would result. 
Introducing sectors on an unarticulated basis Increases the number of flows in proportion 
to the number of sectors introduced: mnn'(n—1), where n ' equals the number of sectors. 
This would mean, If 10 sectors were Introduced on an unarticulated basis into a system; of 
2 transaction types in 6 accounts, 400 flows. If the sectors are articulated, however, the 
formula would be mn (n') s(n..i), or 4,000 flows in the above example. Thus introducing 
sectors on an unarticulated basis reduces the number of flows required by a factor equiva­
lent to the number of sectors from what it would be with articulation. 
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and saving. For a great naany problems it is important to obtain a 
deconsolidated view of Government operations. A sectoring into 
Federal, State, and local government is shown in table A-9,; which 
provides the current account portion of the flow-of-funds statement 
for the government sectors. A further subdivision in each case into 
(a) General Government, and (&) Government funds such as the 
old-age and survivors trust fund, would be very desirable. 

(5) International trade-matrix.—-La. the presentation of balance of 
payments data, it has become customary in. recent years to show the 
mtemational trade of a country in terms of both the geographic dis­
tribution and the coriimodity breakdown of importe and exports. 
Such tables are essentially detailed breakdowns of the foreign trade 
and payments account in the national income and product accounts. 
I t is therefore recommended that the international trade tables and 
the foreign trade and payments account be so designed that they fit 
together. An example is shown in table A-10. 

(6) Saving and investment toible by industrial sector.^—For many 
purposes it is important to kriow what industries are adding to their 
plant and equipment, and to what extent it can be financed byithe 
saving going on in the industry. Such information is the capita-l 
account counterpart of the value-of-product table by industrial sectors 
discussed under ^2). The columns of such a table would be the sa,me 
as those shown ibr the value-of-product table by industrial sector, 
while the rows would classify investment by type of product, as shown 
in table A-11. In deconsolidating the gross saving and investment 
account by industry, it will be necessary to include purchases of ex­
isting assets (e. g. used plant and equipment, land, etc.). Such items 
represent disinvestment Tby industries selling them and thus like trans­
fers consolidate out in the gross saving and investment account for 
the economy. A saving^ and investment table by industry providing 
this kind of information would be very useful for the analysis of such 
problems as capital requirements, productivity, and economic growth 
in terms of specific industries. In many industries it may riot be 
meaningful to compute undistributed profits by industry, since such 
a concept has meaning only on a firm basis. 

(7) Stock of reproducible goods table by industries sector,^—-The 
table showing mvestmerit expenditures by industrial sector has a coun­
terpart showing the existing stock of reproducible durable goods by 
industrial sector. This table would have the same rows and columns 
as table A-;ll. This new table could be obtained from the information 
contained in the yearly savings and investment by industry table, if 
available for a sufficiently long period, plus information regarding de­
preciation or retirement of durable goods. A problem of valuation 
would arise, hi that expenditures on durables would have to be re­
valued in constant (or current) prices in order to be comparable over 
time. On the other hand, valuation at market prices at any given point 
in time probably would be most useful for comparisons among indus­
tries. For some purposes, furthermore, it might be that some measure 
of productive capacity of the durable goods should be used as the basis 
of valuation rather than replacement cost; but such problems, some of 
which are discussed in chapter XIV, would not affect the form of 
thetable. 

'^For discussion of the capital accounts for government and consumers, see .UJH*. 
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(8) Changes in assets and liabilities table by instituticnal.sector.^— 
The saving side of the saving and investment account shows the sur­
plus arising in the current accoimts of producers, private consumers. 
Government, and foreign trade. Such surplus results in changes in 
assets and liabilities reflecting the increase in the equity of the groups 
involved. The saving side of the saving and investment account can 
be deconsolidated to show all the changes in assets, liabilities, and 
equity that have taken place for each sector. The net change in the 
asset and liability position of a sector, if expressed as the differencie be­
tween current (market) values at the beginning and end of the period, 
will not equal,the saving for that sector as recorded in the national, 
income and product accounts; capital gains or losses, which do not 
flow through the income and product accounts, must be added as a 
part of the deconsolidation process if this equality is to be restored. 

The deconsolidation of the saving side of the saving and investment 
account should follow the institutional sectoring discussed under (2), 
(3), and (4). Together with tables A-7, A-8, and A-9 in appendix 
A, this deconsolidation provides a complete flow-of-funds system for 
the economy, thus integrating the flow-of-funds statement with the 
national income and product accounts.̂ ^ Each institutional sector is 
supplied with the equivalent of a profit and loss or income and outlay 
account plus a saving and investmerit account.. The saving and in­
vestment account, for the foreign sector, furthermore, becomes a bal­
ance of payments account, wherein the changes in gold stock and in 
holdings of other assets and liabilities in the foreign sector are shown. 

A deconsolidation of the gross saving and investment account along 
these lines is shown in table A-13. 

{^)-Assets and liabilities table by institution^ sector.^°—A. table 
showing the level of assets and liabilities by institutionar sector can 
be drawn up in much the same general form as the table showing 
changes in assets and liabilities. This table would in effect be a na­
tional balance sheet. The problem of valuation mentioned in con­
nection with the table showing changes in assets and liabilities would 
also extend to this table. Here at least two different valuations 
may be used. For many purposes (including, for example, the study 
of taxable capital gains), it is important to show remaining 
original cost valuation of assets. For other purposes, the current 
market value or replacement cost valuation may be needed. Table 
A-14 shows the form of this table, using market valuations for the 
assets and liabilities, but also showing original cost depreciation and 
the valuation adjustment. 

TABLE O.—Accounts for the manufacturing sector 

I. MANUFACTtmiNG PEODTTCTION ACCOUNT 

1. Purchases from producing units on current account : 
2. Payments by manufacturing to individuals 
3. Income retained by manufacturing ; .: ; 
4. Payments by manufacturing to Government • _ 
5. Imports by manufacturing __^_ __..___ 
8. Minus: Adjustments 

a. Subsidies 
b. Gpvernment interest received , 

" See footnote 28 on p. 152. 
*° Cf. discussion of flow-of-funds statement in ch. XIII. 
^ For discussion of the capital accounts for Oayernment and consumers, see Chs. VII, 2, 

and XIV. 
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TABLE C—Accounts for the Mairmfaoturing Sector—Oomtinued 

I. Marmfacturing Production Account—continued 

7. Statistical discrepancy-

Total value of product___-
8. Sales to producing units on current account-
9. Sales to consumers . _ 

10. Sales to Government . 
11. Sales to producers on capital account— __ 
12. Net change in inventories. 
13. Exports by manufacturing ._ _̂_ 

Total value of product :— —. .,. 

n . MANTTFACTUBING GKOSS SAVINGS AND INVESTMENT ACCOUNT 

1. Purchase of durable goods by manufacturing-..^ 
2. Net change in manufacturing inventories _. 
3. Net purchases of existing assets by manufacturings-

Total gross investment— 
4; Kealized capital gains 
5. Income retained by manu£a«taring-
6. Net borrowing by manufacturing— 

Total surplus and net borrowing . 

Hr. TANGIBLB ASSETS OF MANtrPAOTUEING 

1. Durable goods— 
2. Inventories-
3. Nonreproducible assets-

Total tangible assets.^ 
4. Realized capital gains 
5. Income retained by manfacturing-
6. Net borrowing— 
7. Bevaluation of assets 

Total surplus, borrowing, and revaluation 

TABLE D.—Accounts for the nonprofit institutions sector 

I . PEODTTCTION ACCOUNT FOE NONPEOFIT INSTTTUTIONS 

1. Purchases from producing units on current account-
2. Payments to individuals for services __ 
3. Tax payments _ : 

Total value of product-
4. Sales. 
5. Imputed value added by nonprofit institutions (net purchases of 

goods and services) : 

Total value of product— .—. „_— 

n . EECBIPTB A N D OUTLAY ACCOUNT FOB NONPKOFiT INSTITUTIONS 

1. Net purchases of goods and serrices-
2. Transfer payments to abroad 
3. Transfer payments to Individuals^^— 
4. Surplus 

Total outlays and surplus-^ 
5. Transfer payments from business 
6. Transfer payments from Government-
^ Purchases and sales to be shown separately. 



NATIONAL ECONOMIC ACCOUNTS 55 

TABLE G.—:Accounts for the Manufacturing Sector—Oontinued 

II. Receipts and Outlay Account for Nonprofit Institutions—continued 

7. Transfer payments from abroad—___ 
8. Transfer payments from individuals-

Total receipts . _ _ 

m . CHANGES IN ASSETS AND LIABILITIES ACCOUNT FOB NONFBOFIT INSTITUTIONS 

1. Gold- — 
2. Currency and deposits . . 
3. Loans . 
4. Securities : '-. 
5. New equipment _. 
6. New construction-. 
7. Net purchases of existing assets-
8. Other assets :-

Total changes in assets 
9. Notes and accounts payable : : '.— 

10. Mortgages ; ._ 
11. Bonds : 
12. Other liabilities - — 
13. Income retained: 

(a) Depreciation . _ 
(6) Inventory and depreciation valuation adjustment-
(c) Surplus or deficit 

14. Realized capital gains 

Total changes in liabilities and surplus -

IV. ASSETS A N D LIABILITIES ACCOUNT FOE NONPEOFIT INSTITUTIONS 

1. Gold __-__. 
2. Currency and deposits-
3. Loans -, 
4. Securities 
5. Equipment-
6. Structures 
7. Land -
8. Other assets 

Total assets . 
9. Notes and accounts payable-

10. Mortgages- . 
11. Bonds . 
12. Other liabilities -^ 
13. Current income retained 
14. Realized capital gains-; . 
15. Unrealized capital gains 

Total liabilities and surplus _ 
(<?) Sector accoimts in the integrated national economic accou/nti/ng 

system 
In addition to providing an integration of the existing national 

economic accounts, the integrated system which is proposed here also 
provides a complete set of transaction accounts for each of the in­
dustrial and institutional sectors in the economy. Thus for manufac­
turing, set forth in table C as an example of industrial sectoring it is 
possible to derive a current production account showing sales and 
the allocation of receipts from sales, a saving and investment account 
showing saving and investment carried out by manufacturing, and 
a tangible asset account showing the total tangible assets of manufac­
turing. Obviously if finer industrial sectors are chosen, e. g., for the 
textile industry, similar information would be available m the in­
tegrated system of accounts forsuch sectors. I t will be noted that 
government and foreign countries are shown as industrial sectors. 
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As producing industries the accounts of these two sectors would have 
the same form as that shown for rnanuf acturing. They would contain 
only those transactions of the government and foreign ^sectors that 
relate to production. In the case of government there might be some 
sales of products on current account, out the major iteiri in the account 
w;ould be purchases of goods and services by government and the 
compensation of government employees. According to national in­
come accounting practice the net purchases of goods and services by 
government are imputed as government product, and in the account­
ing structure this is handled by recording imputed government sales 
on the right hand side of the production account equivalent to the 
difference between sales and costs. The account would thus balance. 

For the institutional sectors an. additiongil account sometimes ap­
pears. For example in the case of nonprofit institutions, shown m 
table D, the production account would be similar in nature to that 
discussed above for government. In addition, however^ a receipts 
and outlay account would be needed that would show the receipts and 
disposition of aU funds of nonprofit institutions, not merely those 
relating to production. Finally, two more accounte, changes in assets 
and liabilities, and total assets and liabilities, would also be provided 
for the noriprofit institution sector. 

For some of the other institutional sectors, such as corporations, 
only three accounts would be needed: the production account, the 
changes in assets and liabilities account, and the assets and liabilities 
account. Corporations, unlike nonprofit institutions, do not require 
a separate receipts and outlay account, since all of their receipts and 
outlays are covered in the production account. Finally, individuals 
(other than farm, entrepreineurs, nonprofit institutions, and nonfarm 
entrepreneurs) do not require a production account, so in this case 
again only three accounts will appear: The receipts and outlay ac­
count, the changes in assets and liabilities account, and the assets and 
liabilities account. 

Witk respect to the consuming and Government sectors, the com­
mittee has considerable reservations as to the content, and even the 
meaning, of capital accounts. The issues involved are. discussed in 
greater detail in sections VTI.1 and VII-3. . The committee is reluctant 
to classify all expenditures.on intangibles as current expenditures and 
all outlays on tangible assets as capital expenditures. All too bfteii, 
tiie rate of outlays for producers' goods or durable goods is regarded 
as a measure of the contribution that is being iriade to economic growth. 
This conclusion neglects the fact that, for example, our $8 billion 
annual outlay for research and developmejit (about half private and 
half public) is probably a more important coritribiitiori tb economic 
growth than an equal amount of outlays for producers' goods, although 
most of such experiditures would be recorded in the current-accounts. 
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Particularly in the case of Government, investment in human capital, 
including health and education, are so important than the conven­
tional classification into current and capital accounts is not very 
meaningful and may even be misleading. • For these reasons, the com­
mittee prefers to regard the capital accounts as durable goods accounts, 
rather than accounts which record capital in any economic sense. For 
consumers and Government, furthermore, the cbriimittee feels that the 
problem can best be handled by including all expenditures on goods 
and services, whether durable or nondurable, as expenditures on cur­
rent account. This treatment avoids the necessity of drawing a line 
of demarcation between current and capital expenditures. Saving, in 
this treatment, becomes the difference between total receipts and total 
outlays on goods and services (except residential housing). 

As a consequence of this treatment of expenditures on consumer 
and Government durables, it. would logically follow that these dur­
able goods should not appear either as capital expenditures or as 
assets in the capital accounts. Nevertheless, the committee does feel 
that it would be useful to have an inventory of these consumer and 
Government durable goods, and recommends that such supplemen­
tary information be provided. These accounts for consumers and 
Government are purely supplementary tables. They are of the same 
general form as the capital accounts lor the other sectors, but unlike 
the usual capital accounts, the data on consumer and Government 
durables would not be tied in to the current accounts in the manner 
that the capital accounts for the other sectors are related to their cur­
rent accounts. The saving and equity items in the capital accounts 
for consumers and Government will thus be unrelated to the saving 
and surplus items in the current accounts. 

(d) Summary flow tables for the economy 
For many purposes, it is useful to set forth the pattern of re­

ceipts and outlays of different parts of the economy, showing to 
what extent various sectors have an excess of outlays over receipts or 
vice versa. From the point of view of the economy as a whole, ob­
viously, it will be found that the deficits will exactly balance the 
surpluses. The system of national economy accourits described here 
permits such'a summary table to be constructed. Table E shows the 
kind of table that could be drawn up. 

Besides showing current and capital accounts for specific sectors 
of the economy, it is also possible to abstract from the mtegrated set 
of national economic accounts a table showing receipts and outlays 
for all industrial or institutional sectors of the economy. . Such a table 
is presented in table E below. This table is derived from tables A-7, 
A-8, and A-9 in the appendix. I t shows the current account for all 
sectors of the economy. 
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TABLE E.—Summary of receipts and outlays for the economy 

Sector 

1, Consnmer households 
2. Nonprofit institutions . . 

(a) Nonfinancial 
private oor-

(6) Fin^cial pri­
vate corpora-

(c) Nonfarm unin­
corporated 

(d) Farmenter-

(f) Oovemment 

7. Adjustments for inter­
mediate purchases, 
transfers and statisti-

8. Gross national product.. 

Beoelpts 

Ooods 
and 

teryloes 
Taxes Trans-

feis 
Total 

Outlays 

Goods and 
services 

Cur­
rent 

Pro­
ducer 
dur­
ables 

Taxes Trans­
fers 

Total 

Excess of 
receipts 
(+)0T outlays 
(-) 

6. SUMMART OF EECOMltENDATIONS 

Integration of the various forms of national accounts into a single 
system is feasible at an aggregative level. The national income and 
product accounts provide a framework that can be utilized for this 

gurpose. In recommending that such integration should take place, 
owever, the committee does not mean to suggest that it be carried out 

at any but a highly aggregative level. Different Government agen­
cies interested in such fields of national economic accounting as input-
output tables, flow-of-funds statements, and balance of payments will 
find it necessary to make considerably more detailed studies for 
their own special purposes. Nevertheless, the committee believes that 
there is considerable merit in using the data arising from these more 
detailed studies, supplemented in some cases by additional data, to 
produce ultimately a single integrated national economic accounting 
system of the type described in this chapter. 

CHAPTER VI. CONSTANT DOLLAR ESTIMATES ^̂  

1. THE PKOBIiEM 

In the committee's judgment, one of the areas of most needed de­
velopment is the estimation of national product and its components in 

» This chapter is virtually limited to a discussion of constant-dollar estimates of national 
product and income. This limitation was indicated by the predominant importance of the 
income and product account for the problems of deflation and the similarity, though not 
identity, of the deflation problems encountered In the other segments of the national ac­
counts. I t •was, moreover, enforced by the limitation of time at the committee's disposal. 
Some remarks on the special problems of constant-dollar national balance sheets •will, 
however, be found in chs. V and XIV. 
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terms of constant dollars, i. e., in terms free from the influence of year-
to-year variations in prices. The potential uses of such constant-
dollar estimates for the economic analyst are as great as those of the 
current-dollar estimates. Without such figures it is not possible to 
say whether an increase or a decline in the current-dollar estimate of 
gross national product from one year or one quarter to the next reflects 
a decrease in the physical volume of production, or is due primarily 

• to a change in prices. The answer to this question, however, is clearly 
of critical importance to the Government in reaching a decision as 
to what policies to adopt, and will probably be of significance to busi­
ness firms in formulatmg their sales and production programs. 

Again, constant-dollar estimates of gross national product are nec­
essary to assess changes in the Nation's level of living. We wish to 
know whether the average volume of commodities and services per 
member of the population is higher in 1957 than a year or a decade 
ago, and, if sô  whether this higher level is due to a greater supply, 
say, of food and clothing, or automobiles, or defense goods. But for 
this type of comparison use of the current-dollar estimates of gross 
national expenditure is insufficient, since the more recent expenditures 
were made at a price level which averaged noticeably higher than 
that of a decade ago; hence, it is necessary to turn to a constant-
doUar estimate. 

We are interested also in tracing changes in the Nation's produc­
tivity, as reflected, for example, in the average output per man-hour 
of work. Has productivity increase in this country been greater in 
recent years than abroad? In what parts of the economy has it been 
most rapid—in agriculture, manufacturing, trade? Where has it 
lagged behind ? Again, answers to these questions require estimation 
of national product and its components in terms free from the in­
fluence of price changes. 

At the present time constant-dollar estimates are published by the 
National Income Division only for total gross national product and 
certain very broad expenditure components. Consumption expendi­
tures, for example, are divided only into expenditures for durable 
goods, nondurable goods, and services, and Government purchases are 
split into Federal and State and local expenditures. What is equally 
serious, these estimates are available only for annual periods.^^ The 
overwhelming proportion of the National Income Division's resources 
is devoted to preparation of the current-dollar estimates. Indeed, 
prior to 1950 there were no constant-dollar estimates published at all. 
The lag in this area is no reflection on the National Income Division. 
First, by the nature of the estimating process, the current-dollar fig­
ures must precede the constant-dollar ones. Secondly, the National 
Income Division is critically dependent in this area on the close coop­
eration of other statistical units in the Government that are engaged 
in assembling and analyzing price data, particularly the Bureau of 
Labor Statistics and the Agricultural Marketing Service. While such 
cooperation has been generously given, these other agencies, too, oper­
ate under the constraint of limited resources, and hence progress has 

^ Quarterly estimates of total disposable-income and personal-consumption expenditures 
m constant dollars (without component detail) are published in the Bconomic Report of the 
President under current practice in January of the following calendar year. These esti­
mates are quite crude, however, since they are obtained by adjusting the current-dollar 
estimates by the consumer price index. 
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been less than if the development of price data specifically for national 

for current-value estimates alone.' 
However, with only a modest increase in the resources devoted to 

preparation of the cbnstant-doUar estimates, a noticeable expansion 
m scope of the estimates could be achieved while, with the initiation 
of a compreherisive program, great progress could be made. For 
this reasori and because of the f undamiental nature of the uses which 
these estimates serve, the committee is inclined to assign tb this work 
a very high priority among the possible additions to the national 
accounts. The desirability of this work is further attested to by 
requests from all types of users for expansion of the constant-dollar 
estimates. 

In the committee's view, most of the uses to which constant-dollar 
estimates might be put would be served by annual estimates:in con­
siderable detail of the price and volume components of the current-
dollar series for gross national product, subdivided both by type of 
expenditure and by originating industry, plus similar though more 
abbreviated estimates on a quarterly basis, particularly for the ex­
penditure distribution. The following recommendations are accord­
ingly framed with a view to the devSopment of such data. Before 
presenting the detailed recommendations, however, it may be helpful 
to explain more fully the nature of the ultimate objective which the 
committee envisages. 

Each element of national product, which is in the nature of the 
aggregate expenditure by 1 or more sectors on a given type of com­
modity or service, can be regarded as the product of 2 components, 
1 a quantity, the other a price. The expenditure figure is always 
explicit. The quantity and the price component may be either ex­
plicit (i. e., they reflect observed quantities or prices) or implicit 
(i. e., they result from the division of expenditures^—a current dollar 
magnitude—by either a quantity measure or a price, which in turn 
may be an average or an index). In inany cases the two components 
can be measured explicitly, but their product will not yield the given 
experiditure figure because of differences in coverage and for other 
more technical reasons. Hence, in the final estimates One of the com­
ponents will be determined implicitly. Wherever possible an explicit 
measure should also be derived for purposes of control; that is, an 
index of observed prices as a control of the implicit price index and 
an index of quantity of output as a control of the deflated expenditure 
figure. 

If the suggestions envisaged below are accepted as a long-range 
goal 2 sets of 3 tables each would be published to show the relationship 
between current- and constant-dollar figures. The first table of the 
first set would show the well-known estimates of gross national product 
by type of expenditure in current dollars; the second would present 
estimates in constant dollars; and the third would show the corre­
sponding price indexes. In every case multiplication of matching 
entries in the second and third tables would yield the corresponding 
entry in the first. To illustrate, the first part of the current value 
table would consist of a condensed version of the present table 30 of 
National Income, 1954 edition, "Personal consumption expenditures 
by type of product"; the corresponding part of the second table 
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would present constant-dollar figures for the same items as in table 
40; and the corresponding part of the third, the consumer price in­
dexes (as in table 41). Similarly, matching entries in the successive 
tables would be provided for various categories of domestic invest­
ment and of Government purchases, and for net foreign investment. 
A second set of three tables would provide the desired data on the dis­
tribution of gross national product by industry of origin. The first 
table, which would resemble in appearance the present table 13, 
"National income by industrial orighi," would present the distribution 
in current dollars; ^̂  the second, the distribution in constant dollars; 
and the third; the price iridexes. 

Since the latter set of tables showing a constant-dollar distribution 
of national product by industry of Origin would constitute a substan­
tial innovation in the supply of coristant-price data, it is perhaps help­
ful to recall some of the Uses this set of data would serve. I t would 
provide what are in effect indexes of output (deflated value added) 
tor all major sectors of the economy, closing a major gap in our present 
body of statistical knowledge, and permitting analysis of the changing 
industrial structure of the economy^ Thus, one might determine 
whether an expansion in total output was associated with a more 
rapid expansion of agriculture or manufacturing, of transportation 
or trade. On the statistical side, aggregation of the industry indexes 
of net output (deflated value added) would provide a largely inde­
pendent estimate of total real (constant dollar) gross nationju product, 
thus providing a check on the total derived by summing constant-
dollar expenditures. Equally important is the possibility of using 
these data together with matching data on man-hours to derive meas­
ures of output per man-hour of the economy, and to analyze the role 
played in these changes by different industrial sectors and by shifts 
of workers between low- and high-productivity industries. Such pro­
ductivity analysis, which requires a distribution of constant-dollar 
product by industry of origin and is not possible with the distribution 
by type of expenditure, would be important not only in increasing our 
knowledge of the past and present, out also in attempting to project 
the future productive capacity of our economy. 

The recommendations in sections 2 and 3 which follow are framed 
with a view to developing a body of data of this type on a limited 
scale in the immediate future, but in the required detail later on. 

2. RECOMMENDATIONS FOR THE IMMEDIATE FUTURE 

(a) Development of quarterly estimates 
The development of a constant-dollar estirnate of gross national 

product a,nd its components on ia quarterly basis is of very great im­
portance for improving current iriterpretation of cyclical movements 
in bur economy and for the formation Of public policy. The regular 
preparation of such estimates at an early date appears feasible, by 
adapting the methods presently used in preparing the annual, estimates 

" Aside from showing less industrial detail, this table might differ from table 13 in 
that the entry for each industry would relate to gross product originating rather than 
national income originating, possible at market prices rather than factor cost. The com­
mittee has not attempted to specify whether valuation should be at market price or factor 
cost, or the product originating estimate should be net or gross of capital consumption 
allowances, since the choice at we present time must largely rest on feasibility of statis­
tical derivation. 
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to_ the more limited price data available quarterly. Much of the neces­
sary preliminary exploration and testing has already been done by 
the National Income Division. The extent of detail on expenditure 
components that can be published will of course be limited by the 
supply of quarterly price data. If, as is recommended below, the 
supply of data is sufficiently expanded, publication of quarterly con­
stant-dollar estimates in detail as fine as that presented for the quar­
terly current-dollar estimates should be aimed for. 
(&) Expansionin component detail 

At present the published annual estimate of constant-dollar per­
sonal consumption expenditure is subdivided only among durables, 
nondurables, and services. In the actual preparation of this estimate, 
however, constant-dollar figures are developed for considerably nar­
rower categories. While some of the estimates for more detailed 
categories are of necessity crude, some expansion in the published 
detail could be achieved if sufficient opportunity- were available to 
test and strengthen these estimates by comparison with alternative 
sources. For the immediate future, it would be very useful if detail 
could be published as fine as that now given in the present quarterly 
(current-dollar) estimate, where, under durable goods, separate data 
are given for "automobiles and parts" and "furniture and household 
equipment," while among nondurable goods, estimates are provided 
for "clothing and shoes," "food and alcoholic beverages," and "gaso­
line and oil," and under services, data are given on "household opera­
tion," "housing" and "transportation." ^ 

(o) Distribution of gross annual national product between Govern­
ment, product, household and institutional product, and business 
produxit 

At present no regular estimate is made of the distribution of gross 
national product in constant dollars by industry of origin, though as 
indicated above, such an estimate would be very important for analyz­
ing the growth of productivity in the economy. However, from time 
to time the National Income Division has prepared an estimate in 
constant dollars of gross product originating in agriculture,^ and this 
has permitted the developmerit of a crude industrial distribution of 
gross national product among gross private farm product, gross pri­
vate nonfarm product, and gross Government product. These data 
are currently brought up to date by the Cotmcil of Economic Advisers 
in the Economic Eeport of the President.^^ 

The committee favors the direct preparation and publication of 
these estimates by the National Income Division on a regular basis, 
as part of the regularly published annual constant-dollar estimates, 
since despite the crudity of the industrial classification, these data 
provide an important starting point in analyzing productivity change 
in the economy. Also, since the present practices used in deriving 
the constant-dollar estimates assume, for lack of appropriate tech­
niques, no productivity change in the household and institutional sec­
tors of the economy, the committee favors the separate preseritation 
of a constant-dollar estimate for these and similarly situated sectors, 

»*JB. g.. Survey of Current Business, Pehrnary 1957, p. S-9. 
» B. g.. Survey of Current Business, August 1954. 
«> Cf., e. g., table E-3, January 1957 report, p. 126. 
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SO that the segment of the total product to which productivity analy­
sis can be properly applied may be isolated. In addition, matching 
series on man-hour employment should be developed in cooperation 
with the Department of Agriculture and the Bureau of Labor Statis­
tics, and presented along with the product estimates. 

3 . RECOMMENDATIONS FOR T H E LONGER RUN 

The recommendations listed above appear feasible within the limits 
of currently existing data or with only moderate additions thereto. 
Those listed below, however, would probably require greater expan­
sion in underlying data and in some cases would presuppose further 
exploration on methodology. 
(a) Expansion in detail of constoM-doUar expenditure estimates 

We have already noted that some extension in the detail of con­
stant-dollar consumption expenditure seems feasible at the present 
time. Over the longer run, additional expansion seems desirable, par­
ticularly in the area of consumers' durables. Of even greater urgency 
is the development of detail on expenditures on producers' durable 
equipment, for which no subdivision is mow presented, and on Gov­
ernment purchases of goods and services in the same detail as pro­
posed for current expenditures in chapter VII, sections 2 and 3. 
(5) Development of matching constant-dollar and mmi-hour esti­

mates 
The committee suggests a cooperative attempt (among the National 

Income Division, Bureau of Labor Statistics, Agricultural Marketr_ 
ing Service, Federal Eeserve Board, and other interested agencies) to 
develop constant-dollar estimates of output and man-hours for the 
major nonagricultural sectors of the economy in as much detail as 
seems warranted.^'' . 

As indicated above, a constant-dollar division of gross national 
product by industry of origin and a corresponding distribution of 
man-hour employment appears feasible at present only for a very 
crude industrial distribution-agriculture, household and institutional, 
government, and "all other." The major gap is detail for the real 
product of the nonagricultural sector of the economy other than gov­
ernment and household and nonprofit institutions. Considerable pre­
liminary work toward developing the desired estimates has already 
been done by certain nongovernmental organizations, and the Bureau 
of Labor Statistics has developed constant-dollar estimates of the net 
output of manufacturing that could be adapted for purposes of real 
product measurement. Further exploration is still necessary, and will 
be furthered by the recent formation by the Office of Statistical 
Standards of an Interagency Committee on Production and Produc­
tivity Estimates set up specifically for this purpose. The 1958 meet­
ing of the Conference on Research in Income and Wealth, which will 
be devoted to conceptual and statistical problems in the estimation of 
real output, input, and productivity, should further contribute to this 
end. These studies together with prior work should provide the 

«t A recent examination of this problem and other issues in the measurement of deflated 
national product is given in John W. Kendrick, Measurement of Real Product, Studies in 
Income and Wealth, vol. 22 (in press, to be published by Princeton University Press for 
the National Bureau). 
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foundation for development of the desired current real output esti­
mates iri considerable industrial detail by means of the cooperative 
program recommended above. 

Needless to say, a ratio such as net output per man-hour does not 
provide a measure of the contribution of labor to output. Eventually, 
it would be desirable also to develop measures of the capital input 
in each industry, but work in this area has not reached as advanced 
a stage as that on the measurement of real product and labor input. 
For this reason the committee has emphasized the latter as the primary 
areas for the development of official estimates at the present. Else­
where, however, the committee is recommending work on the develop­
ment of estimates of real capital stocks, and with substantial progress 
on the stock estimates, the development of estimates of current capital 
input might become feasible. 
{c) Development of additional price indexes 

A series of conferences should be initiated among interested, users 
and producers to review the present constant-dollar estimates, to sur­
vey the needs for development of additional price data and indexes 
for use in strengthening and extending constant-dollar estimates of 
both national product and input-output data, and to recommend an 
integrated program for meeting these needs. 

Though listed last among the major recommendations for the longer 
run in the preceding paragraphs this is in a sense the most urgent. A 
review of the type suggested is clearly necessary to the extensions of 
the constant-dollar estimates recommended above. Moreover, it is 
basic to improving the quality of the present estimates—estimates 
that have not yet been subjected to a thoroughgoing review and re­
vision, as well as to strengthening those extensions of the estimates 
which are believed practicable in the near future. 

The present annual constant-dollar estimates suffer from some 
important shortcomings. While some of these are more or less 
inevitable, a number are due simply to the fact that the price data 
and indexes presently used have been assembled for purposes other 
than the development of constant-dollar estimates of national accounts 
data. If the latter were recognized as an explicit objective, substantial 
improvements might be effected. 

The price data presently used in deriving constant-dollar estimates 
do not provide comprehensive coverage of the various commodities 
and services included in national product. This is particularly true 
with respect to producers' and consumers' durables. Government pro­
curement, and certain types of consumer and business services. This 
lack of data forces resort to a number of compromise solutions. In 
some cases the price movement for selected items is imputed to an 
entire group, as in the case of the special industry machinery category 
of producers' durable equipment; or the price movement of a good 
in a certain geographic area may be imputed to -other areas. While 
such devices will always be necessary, it would be desirable to narrow 
their range as much as possible. Again, indexes of production costs 
(total or partial) are sometimes used iristead of price indexes, as iri 
the area of new construction; or indicators of man-hour employment 
have been used to extrapolate the base year expenditure for a par­
ticular group of items, as, for example, in the case of Government 
expenditures for employee services. These techniques, as the National 
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Income Division stresses, fail to allow for productivity change and 
in some cases for changes in profit margins. 

If more price data of the proper type were assembled it would be 
possible to construct constant-dollar estimates for narrower categories 
of expenditure than at present, thus reducing the range of imputa­
tions necessary, and some cost or input indexes might be replaced by 
price indexes proper. In addition to assembling new data on final 
expenditures, it would be desirable to increase the collection of price 
data on materials and other intermediate products purchased by pro-; 
ducers, and also to extend the body of data collected on a quarterly 
basis. Tliis would facilitate implementation of some of the exten­
sions in the constant-dollar estimates recommended above. Attention 
should also be given to the advantages and limitations of hypothet­
ical price indexes for products which change materially in their 
makeup over a period of time. (Such indexes could be constructed 
by assuming a set of specifications for a finished product and by tak­
ing periodic hypothetical bids for its production from a representative 
group of producers.) 

Finally, improvement in the constant-dollar estimates would re­
sult from the construction of price indexes with weights more appro­
priate to national product deflation. At the present time many of the 
price indexes used in deriving the constant-dollar estimates are 
weighted with a view to some other purpose, and this necessarily re­
duces their usefulness in deriving the constant-dollar estimates. 

Collection of more data and the construction of new indexes will not 
solve all problems relating to the derivation of constant-dollar esti-
inates, however. For certain sectors of the economy it is difficult to 
conceive of a physical volume measure, and the very concept of "real 
product" seems called in question. This is particularly true with 
respect to the treatment of financial services, domestic servants, non­
profit institutions, and services of Government employees. At pres­
ent constant-dollar estimates for most of these sectors are derived by 
extrapolating the current-dollar figure in the base year by a series 
on factor input in the sector, a technique which involves the very 
questionable assumption that productivity change is zero.̂ ^ 

Some efforts have already been made to go beyond a measure of 
factor input in treating these sectors. In some countries an attempt 
has been made to develop direct indicators of physical volume of out­
put ; for example, changes in the volume of hospital services have been 
measured by changes in the number of people receiving medical at­
tention. The shortcomings of this approach are obvious; the matter 
therefore calls for further exploration. Other investigators have 
attempted to measure volume of real output in these sectors by adjust­
ing the measure of man-hour input for the productivity change 
registered in analogous sectors of the economy, though identification 
of an analogous sector would clearly be difficult. Indeed, several com­
mittee members favor the adoption of this treatment at the present 
time in estimating the real volume of output in the Government see­

's This is not true with regard to financial services. However, the procedures followed 
in deriving constant dollar estimates of these services are rather difficult to interpret. 
For example, in the case of life-insurance companies, in obtaining the physical volume of 
services, the service provided i.s broken down into the insurance and investment compo­
nents, and the former is extrapolated by the dollar volume of insurance in force, deflated 
by the consumers' price index, while the latter is extrapolated by the total admitted assets 
of insurance companies, similarly deflated. 
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tor, on the ground that despite the shortcomings the error would 
be less than that involved in the present procedure. 

It is obvious that a good deal of further work is needed before 
agreement can be reached on reliable measures of constant-dollar out­
put for these sectors, and the committee recommends that these prob­
lems be subjected to intensive study both within and outside the Gov­
ernment. The Conference on Eesearch in Income and Wealth might 
wish to consider this as a special topic of study in a forthcoming 
program. 

4 . SUPPLEMENTARY RECOMMENDATIONS RELATING TO CONSTANT-DOLLAR 
ESTIMATES 

(a). Ddvelopment of constant-dollar income estvm/ites for different 
groups in the population 

There remains one major type of use of constant-dollar estimates 
which the foregoing set of data would not serve, namely, comparison 
of the level of economic well-being of different groups in the popula­
tion. One wishes to know, for example, how the national income is 
shared between persons in high- and low-income groups, between the 
farm and nonfarm population, and among members of the population 
in different parts of the country, and _what changes are taking place 
in the shares of these groups over time. Such information, when 
considered in conjunction with data on the changing numbers in these 
groups, is important in appraising the performance of our economy 
and in formulating public policy. The estimates previously discussed 
provide a basis for determining the change in the level of economic 
well-being of the population as a whole, but not for these different 
groups within the population. 

The distributions of personal income by size of income and by 
State, published by the National Income Division, and the estimates 
of income of the farm and nonfarm population, published by the De­
partment of Agriculture, provide an important point of departure for 
answering these questions.^^ They suffer, however, from the defect of 
being in current-dollar terms only. It is possible, of course, to con­
vert them to constant dollars by use of a national price index, such as 
the implicit price index for personal consumption expenditures, and 
this is sometimes done. But conceptually this is inadequate, for it 
fails to allow for the possibility that the price level and trend differs 
among various groups in the population, and therefore that the cur­
rent-dollar shares of these groups (which, of'course, would remain 
unchanged if a national price index were used as a deflator) differ 
from their "real income" shares. 

There is at the present time some information on the price level 
and/or trend experienced by various groups in the population. The 
Consumer Price Index of the Bureau of Labor Statistics refers essen­
tially to the prices paid by wage and salary earners in the lower arid 
middle income groups living in urban communities, and the Depart­
ment of Agriculture compiles indexes on the prices paid by farmers. 

"•In passing i t may be noted tha t there would be some merit from the point of view 
of convenience to users in incorporating the farm-nonfarm estimates in the national in­
come supplement with the few modifications necessary to shift to the personal-income 
concept. The National Income Division estimate of the distribution of national income 
by industry of origin is, of course, inappropriate for the present purpose, since it does not 
take into account income accruing to the farm population from nonagricultural! sources 
and, conversely, for the nonfarm population. 
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There have also been one-time studies of price differentials between 
rural and urban areas and of differential price trends in the various 
States.^" But much needs to be done to improve the comparability 
of such indexes with the income categories distinguished m the na­
tiorial income accounts and to fill in gaps for groups in the popula.tion 
not presently covered. The extent to which devielopment of con­
tinuous indexes stretching at least from 1929 up to the present would 
be desirable cannot, of course, be determined in advance, but depends 
on the extent to which significant price differences are uncovered as 
a result of such studies. 

An additional conceptual difficulty arises with regard to the question 
of whether and how the part of personal income used for the pay­
ment of taxes and the acquisition of intangible assets should be de­
flated. The committee, therefore, recommends that the^Bureau of 
Labor Statistics inconjunction.with the National Income Division con­
sider this problem as well as the possibility of developing price indexes 
relating to the personal consumption expenditure of various income-
receiving groups in the population. Some further comments along 
these lines appear below (sees. I X 2c, I X 3c, and X14). 
(5) Constant-dollar estimate of net as well as gross national product 

This would require the development of an estimate of capital con­
sumption allowances in constant dollars. The committee recommends 
in chapter VII, section 5, the preparation of supplementary replace­
ment cost estimates for capital consumption allowances which pre­
suppose constant-dollar estimates. Once these are available derivation 
of the net product estimate will be a simple matter of subtraction from 
the deflated gross product total. Such an estimate would be useful 
in providing a better approximation to the real net output of the 
economy by excluding from the final product total the estimated frac­
tion of the capital stock used up in current production. 
(c) Periodic reweighting of the constant-dollar estimates 

I t is atoawTwthat the degree of change shown by a constant-dollar 
measure of gross national product will be influenced by the choice of 
the weight-base year. For example, if relative price and physical 
volume movements of individual commodities are negatively corre­
lated—as is often the case in the long run—then the rate of real output 
growth will be greater if the weight-base year refers to an earlier 
rather than later date in the period. There is no unique solution to 
the choice of the weight-base year, though some analysts prefer a 
more recent date, since it is more consonant with current experience. 
When first published, the constant-dollar estimates of the National 
Income Division were in 1939 prices, but they were subsequently 
shifted to a 1947 price base. The committee favors the use of fixed 
base weight indexes and endorses the policy of periodic reweighting 
in terms of more recent year prices. I t also favors the occasional re-
computation of a recent year estimate in prices of an early year for the 
purpose of analyzing the influence of the choice of the base year. If 
possible, development of constant-dollar estimates in 1929 prices for 
selected years would be helpful for this purpose, but such an esti­
mate is of low priority compared with other needs. 

^i> Cf. Nathan Koffsky, Farm and Urban Purchasing Power, Studies in Income and 
Wealth, vol. 11 ; and Abner Hurwltz and Clarence B. Stallings, Interregional Differentials 
in Per Capita Real Income Cbange, Studies in Income and Wealth, vol. 21. 
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(d) Extension of the constant-dollar estimates back of 1929 
The committee recommends elsewhere the extension of the current-

dollar estimates back of 1929. A similar extension of the constant-
dollar series for gross national product and the principal expenditure 
components is also recommended. Not only would such data be of 
interest for a closer study of economic growth in this country, but 
it would be useful in providing a broader base for comparison than 
the present initial year, 1929, which from many points of view was an 
exceptional one. 
(e) Preparation of a special supplement on constant-dollar estimates 

At present very little is published on the methods and sources of 
data underlying the constant-dollar estimates. Preparation of a 
supplement to me Survey of Current Business presenting informa­
tion in substantial detail is important for the proper interpretation 
and use of these estimates. 
(/) Other proposals 

A number of other proposals relating to the constant-dollar esti­
mates were considered of lower priority, because insufficient develop­
mental work had been done to merit their being undertaken on am 
official basis at the present time, or because the quantitative departure 
from the present or proposed estimates would be small. Among these 
were the development of constant-dollar estimates of factor input, 
obtained by adjustment of the current-dollar income estimates by in­
dexes of factor rather than of product prices; and the development 
of constant-dollar expenditure estimates valued at factor costs as well 
as at market prices. 

The committee also considered the question of developing constant-
dollar estimates of certain financial flows, for example, personal sav­
ing and undistributed corporate profits. Since these flows do not 
relate to any identifiable product magnitude, the choice of a price 
index for adjustment to constant-dollar terms seems essentially arbi­
trary, and can be determined only with reference to the particular 
purpose at hand. If, for instance, the amount of saving supplied 
in recent years should be compared with that of the twenties, one 
might deflate present-dollar fignres by use of a composite index re­
flecting the price measurement of investment goods, particularly 
producers' durables and construction. In this case, we measure the 
ability of saving to finance investments. For other purposes, other 
indexes may be more appropriate. For instance, if we measure pri­
vate saving as a reserve for old age, or for financing children's educa­
tion, or for the case of serious illness, different methods of deflation 
would be warranted. The committee believes that the selection of the 
appropriate deflators must be left to the analyst using the data. 
Therefore, the committee refrained from recommending any attempt 
to develop a general price deflator for saving. 

CHAPTER VII. SPECIFIO PROBLEMS or MAIN ACCOUNTS 

1. THE P E R S O N A L ACCOUNT 

The personal segment of the national income and product accounts 
covers essentially the consuming public, and therefore incorporates 
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vital information for the understanding of economic processes and 
trends. At the present time, the personal account includes mainly 
the activities of mdividuals and families in their capacity as income 
receivers and consumers. In addition, it includes nonprofit organiza­
tions, personal trust funds, and private pension, health, and welfare 
funds. 

To make the information in the personal account more useful, four 
types of revisions and additions to the estimates now prepared should 
be made as soon as the data permit. First, the account shouldbe de-
consolidated in supplementary tables to show separate figures for 
households and institutions and, within the household sector, data 
should be shown separately for nonfarm households, farm households, 
and other households. Secondly, estimates of the purchases, holdings, 
and depreciation of durable assets of households (including homes, 
automobiles, and major household appliances) should be prepared in 
both current and constant prices. Thirdly, supplementary informa­
tion should be provided on realized, capital gains and losses. And, 
fourthly, in connection with the development of the national balance 
sheet, it would be desirable to have periodic estimates of unrealized 
capital gains and losses.*^ 

(a) Treatment of nonprofit organisations and funds 
Since the personal account shows the transactions of the persons 

-and institutions in the personal sector with the other sectors of the 
economy, the income receipts of nonprofit organizations, personal 
trust funds, and private pension and related funds are included in 
personal receipts, and their purchase from other sectors are included 
in personal consumption expenditures. For the same reason, trans­
actions between households and nonprofit institutions (except wages 
paid by these institutions to households) disappear altogether from 
the present national accounts. 

The troublesome feature of the present practice is that the non­
profit organizations and financial institutions included in the per­
sonal account are organized primarily to provide services, so that 
they cannot be regarded as consumers. Moreover, even the treatment 
of financial intermediaries is not entirely uniform. The production 
activities of mutual financial intermediaries, such as life-insurance 
companies and investment funds, are included in the business sector, 
but the net increase in equities in such institutions accruing to indi­
viduals is, by a process of imputation, transferred to the personal sec-
tor.*2 On the other hand, nonprofit organizations, personal trusts, 
and private pension, health, and welfare funds are included entirely 
in the personal account, so that their current-account activities (re­
garded as consisting solely of the payment of wages and salaries) are 
counted as income originating in households. As a result of this 
rather complicated treatment, all savings accumulated for the bene­
fit of individuals, either in their own accounts or in the accounts of 
funds or mutual financial intermediaries, are counted as personal 

"• Recent changes in methods of income disbursement call for a review of the methods 
of compensation and of withdrawing incomes from corporations. The subject is treated 
below in ch. X, sec. 9. 

••- Specifically, premiums and other remittances paid by individuals to life-insurance com­
panies and other mutual organizations and cash benefits received by individuals from them 
are treated as though they constituted transfers among individuals and hence are omitted 
from the accounts, and the income and operating expenses of these intermediaries are 
treated as if they were income and purchases, respectively, of households. 
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Three possible approaches were considered by the committee to 
remedy the deficiencies of the present treatment. 

First, the present coverage of the personal account might be re­
tained, but personal trusts and private pension, health, and welfare 
funds could be treated at life-insurance companies are treated at the 
present time. The magnitudes shown for personal income, personal-
consumption expenditures, and personal saving would remain as they 
are now, but the production activities of the trusts and funds would 
be removed from the personal account. To distinguish the incomes, 
savings, and investment of nonprofit organizations and financial inter­
mediaries from the corresponding figures for households, it would be 
necessary to provide additional supplementary tables showing a 
breakdown of the personal account between households and institu­
tions. The disadvantages of this-approach are: (a) Nonprofit organ­
izations cannot be regarded as households and (&) the motivations 
and operations of personal trust funds and private pension, health, 
and welfare funds are different from the motivations and operations 
of households. 

Second, all nonprofit organizations and mutual financial institutions 
now included in the personal account might be treated like businesses, 
and the present imputation of the increase in equities of mutuals to 
households eliminated. Although this approach would clean up the 
personal account, it would be inappropriate to treat the savings of 
nonprofit organizations, and particularly of mutual financial inter­
mediaries, in the same way as the undistributed earnings of 
corporations. 

Third, all nonprofit organizations and mutual financial institutions 
(including mutual life-insurance companies and investment.trusts) 
might be combined into a new sector having its own articulated ac­
count. The advantage of this approach is that it would combine into 
a single account all mutual financial intermediaries and other institu­
tions not in corporate form managing funds that belong to individuals 
or that eventually are paid to them in the form of pension, health, 
or welfare benefits. However, this improvement would be obtained 
at a substantial price, since the addition of a new articulated account 
would complicate the national income and product tables and would 
require the estimation of some crossflows between the new account 
and the other accounts which have relatively little practical signifi­
cance, although other crossflows that would be shown for the first 
time are of considerable size and interest.^ 

Although a solution that would satisfy all theoretical as well as 
practical requirements is not possible, a majority of the committee felt 
that, on balance, the first approach should be adopted. In arriving at 
this decision, the majority was fully aware that the third approach 
would provide an accounting structure that better fits the realities of 
the Nation's economic orgamzation. However, it was persuaded that 
the practical difficulties of setting up a new articulated account out-

«Among the complications created by this solution are the following: (1) A separate 
line would appear in the product table showing the imputed value of the services provided 
without charge by nonprofit institutions: (2) expenditures that are now Included as a 
single total in personal-consumption expenditures (e. g., the cost of education provided by 
nonprofit schools and colleges) would be divided between personal-consumption expenditures 
and expenditures by nonprofit organizations; and (3) transfers from government and 
business to nonprofit organizations and institutions would have to be taken into account 
explicitly in reconciling gross national product and personal disposable lncom«. 
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weighed the advantages that would be derived, particularly since it is 
possible to provide adequate breakdowns to permit the separation of 
the activities of institutions and households. Moreover, the transac­
tions of the institutions and mutual organizations that might be in­
cluded in the new account, though important, are small relative to the 
totals for the economy as a whole. Finally, no other country has a 
separate account for nonprofit institutions and mutual organizations, 
so that the change would not contribute to international comparability. 

Accordingly, the only change we recommend is that personal trusts 
and private pension, health, and welfare funds be treated as life-
insurance companies are now treated. However, we strongly urge 
that separate receipt and outlay tables be provided, at least on an 
annual oasis, for each of the major categories of organizations in the 
personal account—^particularly for the financial organizations on the 
one hand and for institutions like churches, labor unions, foundations, 
and colleges on'the other—so that the user can make the combinations 
that best meet his needs. 

There are no very serious statistical difficulties in obtaining sepa­
rate data on the receipts and outlays of nonprofit organizations and 
private pension, health, and welfare funds. The committee recom­
mends, therefore, that this be done immediately. However, the data 
on personal trust funds are still too poor—^particularly for the funds 
not administered by banks and trust companies—and not sufficiently 
current to make tms separation feasible at the present time. When 
data are available—and every attempt should be made to obtain them 
in the near future, in the interest of providing the basis for more 
adequate analyses of the capital markets—^the receipts and outlays 
of personal trust funds, at least those administered by banks and trust 
companies, should also be shown separately. 

The committee has also considered the possibility of transferring 
the Government retirement and other employee trust funds to the 
personal account, since the operations, at least of the State and local 
government retirement funds, are fundamentally similar to the opera­
tions of private pension, health, and welfare funds. We believe, how­
ever, that, on balance, it would be desirable to keep Government re­
tirement funds in the Government account, particularly those of the 
Federal Government. In the first place', the largest of the Govern­
ment funds— t̂he Federal old-age and survivors insurance trust 
fund—is sufficiently different from private pension funds to warrant 
separate treatment. In the second place, transferring Government 
funds to the personal account would introduce still another deviation 
between the official figures on cash receipts and expenditures of Gov­
ernment agencies and the corresponding figures for Government in 
the income and product accounts. Moreover, the receipts and outlays 
of Government funds are already shown separately in the national 
income supplement in sufficient detail to permit interested users to 
treat like private funds all Government retirement and other em­
ployee trust funds (including Federal, State, and local funds) wben 
this is preferable for their purposes. 

(&) Classification of households 
Eventually, the national accounts should provide separate esti­

mates for the transactions of at least three major groups of households 
in the personal sector; (1) Households of farm entrepreneurs; (2) 
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households of nonf arm entrepreneurs (including, and possibly sepa-
ratirig, the households of self-employed professionals); and (3) other 
housMiolds, i. e., primarily those of wage and salary earners and re­
tired persons. Unfortunately, data are not yet available to make such 
asubclassificatioritoasatisfactory degree of accuracy. -

A first step in this direction has, however, been taken in the survey 
of farmers' experiditures in 1955 by the Department of Agriculture, 
which, on the basis of a sample of farm households, provides an esti­
mate of farmers' personal and business income and expenditures. The 
committee endorses the attempts of the Department to put this survey 
on an annual basis, and urges that the results be made available in 
time to be used in the preparation of the annual national income and 
product estimates, i. e., not later than the middle of thej^earT^^o/^/d&j/^?^ 

Difficulties^are admittedly much more serious in the case of nonfarm 
entrepreneurial families, even if no effort is made to separate business 
from household activities. (See discussion in ch. V.) No attempt 
that has as yet been made to obtain income and expenditure data for 
this group of economic units has been really successful. These units 
are, however, so important for many aspects of national accounting— 
not to speak of their importance for economic and social policy—^that 
these attempts must be continued and, indeed, must be accelerated and 
intensified, as will be stressed in chapter XI, section 2 (a). Until 
satisfactory data become Available, all nonfarm households will have 
to be retained as a sector of the personal account without distinction 
between entrepreneurial and other nonfarm families. 

So long as there is reasonable hope of obtaining data on nonfarm 
entrepreneurial families, the committee is loath to recommend as a 
compromise a shift of business income and expenditures of nonfarm 
entrepreneurs to the business sector that would involve estimating— 
rather arbitrarily—^proprietors' withdrawals as the buUi of nonfarm 
entrepreneurs' income in the personal account. 

Another breakdown of the personal account that is important for 
economic analysis is a classification, by size, of family income. The 
available size distributions are based, to a large extent, on meager 
data, and a substantial effort should be made to improve the statistics 
underlying them. Our recommendations for making the necessary 
improvements are contained in chapter X, where the problems of con­
structing income-size distributions are discussed in some detail. 
(<?) Treatment of consv/mers' durables 

Outlays on consumers' durables other than houses are now treated 
as current expenditures and, hence, are not ta,ken into account in the 
calculation of saving or capital formation. 

Some members of the committee regard this treatment as unsatis­
factory for at least five reasons. First, treating consumer durables 
as current expenditures runs counter to the principle that whatever 
is regarded as part of reproducible national wealth—and few would 
exclude items like automobiles, household appliances and furniture— 
must also be included hi capital expenditures. Second, since the 
services of consmner durables outlast the period in which they are 
purchased it may be, and often is, misleading and exaggerates fluctua­
tions in actual consumption if a year's purchases are equated with the 
services of the stock of consumer durables. Third, exclusion of con­
sumer durables from capital formation violates the principle of invari-
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ance. As consumers switch from patronizing streetcars and com­
mercial laundries to the use of their own automobiles and their own 
washing machines the national accounts register a decline in capital 
formation though in reality all that has shifted is._the ownership of 
the stock of urban transportation or laundry services. Fourth, one 
important category of consumer durables, household machinery, has 
become so much an integrated part of the house that a distinction 
between the bare frame of the. house and the equipment in it appears 
to be arbitrary. Fifth, consumer durables are often bought on credit. 
To regard an increase in debt on consumer durables as dissaving but 
not to include the acquisition of the durables themselves in saving is 
not likely to lead to figures useful in the analysis of the" saving process 
or the capital market. 

In all these respects consumer durables appear to be entirely similar 
to owner-occupied homes. These, however, are capitalized in our 
present national income accounts, i. e., they are excluded from current 
expenditures, but instead, depreciation allowances are added to cur­
rent expenditures and estimates of the use value (equated to imputed 
net rent) is added to consumer income. Mortgage debt on owner-
occupied homes is, of course, treated as a component of dissaving. The 
committee minority would like to see the basic economic similarity 
between the major consumer durables and owner-occupied homes 
recognized by equality of treatment in the national income and 
product accounts. 

The majority of the committee, however, felt that it would be better 
to leave the accounts as they are on the ground that the change would, 
on balance, lessen the usefulness of the basic figures for purposes of 
economic analysis. In the first place, many items purchased by con­
sumers last more than 1 year (e. g., pots and pans, linens, house 
furnishings, tennis rackets, clothing, etc.), and it would clearly be 
undesirable to regard many of them as capital expenditures. Any 
dividing line that would be drawn between goods bought by consumers 
that should be capitalized and those that should be treated as current 
expenditures must inevitably be arbitrary. Second, few consumers 
regard their outlays on durables as savings. Thus, most people would 
find it hard to interpret a figure for consumer expenditures which 
excluded outlays on an arbitrary list of durable goods and included 
depreciation on such goods. Third, the fact that some consumer 
durables are purchased on credit hardly distinguishes these consumer 
purchases from many others. In recent years, credit for financing 
the purchases of services and goods that are now classified as non-
durables has risen sharply. From the standpoint of setting up bal­
ance sheets for households, it would be impossible accurately to allocate 
consumer debt (other than mortgages) to particular assets except 
on a rather arbitrary basis. Finally, it would be possible to show iri 
supplementary tables the purchases, stocks, and depreciation of 
selected consumer durables to enable users to treat them as capital 
expenditures, without impairing the simplicity and clarity of the data 
on consumer expenditures. 

Although the committee is divided on the appropriate treatment 
of consumer durables, it is unanimous in recommending that the na­
tional income and product tables should provide an integrated set of 
estimates of purchases, stocks, and depreciation allowances of the 
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major consumer durables. This would eriable users who so desire to 
calculate a broader measure of capital formation and personal savmg 
than is riow currently available. Users who want also to allow fOr 
the use value of the stock of consumer durables to .complete the paral­
lelism with the treatment of owner-occupied houses would, however, 
still have to make their own estimates, as the majority regards these 
as too speculative to be undertaken by a Government agency. 
{d) Treatment of capital gains and losses 

Some very important problems are posed by the treatmerit of 
capital gains and losses, both realized and unrealized. Since they 
concern mostly the personal account, though they also affect the busi­
ness and government sectors, they are treated at this poirit iri the 
report. 

At present, realized and unrealized capital gains and losses are 
excluded from the national income and product accounts—as well as 
from other segments of the system of national accounts—on the argu= 
ment that capital gains and losses do not reflect output; Wrt fean they 
be regarded as transfer payments. (The latter iriterpretation would 
be possible, only in cases, such as gambling gains and losses, in which 
one party's gain must be at least balanced by another party's losSi) 
This treatment may satisfy those who regard the national acGburit& 
exclusively as a measure of output of the economy. I t is. diffi&ult 
to reconcile with the fact that both realized and unî ealigied capital 
gains and losses may, and probably do, affect the behavior of con­
sumers and producers; and with the further, and possibly more sig­
nificant, fact that realized capital gains and losses represent additions 
to or reductions in recipients purchasing power which are quite simi­
lar in distributional effect and in some, but not all, other respects to 
their ordinary income. 

Although the committee does not recommend a change in the con­
cepts of national income and product, we suggest that an effort be 
made to provide estimates of realized and unrealized capital gains 
and losses in view of their significance for many types of economic 
behavior and analysis, both in the short and in the long run, as well 
as for economic policy; and, because of the importance of the figures, 
for a reconciliation between cumulated current saving and changes 
in the current value of assets and net worth. 

We recommend, therefore, <;hat the National Income Division 
should develop estimates of realized capital gains and losses for each 
sector, distinguishing the main types of assets on which such gains 
and losses arise, i. e. primarily corporate stock, real estate, and in­
ventories. (In the latter case, the necessary estimates are already 
being made by the National Income Division in the form of the in­
ventory valuation adjustment.) The main source for these estimates 
will be Statistics of Income, but more detailed tabulations than are 
now available will be needed. These estimates will have to be pre­
pared in such a form that they can be combined with current income 
in the computation of a broader concept of income. The preparation 
of statistics of income including and excluding capital gains and 
losses is particularly important for distributions of personal income 
by type and by size. 

Attempts should also be made to develop estimates of unrealized 
capital gains and losses, possibly by the organization which wUl pre-
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pare national balance sheets. These estimates should be made for each 
sector distinguished in the system of accounts and for each of the 
major types of assets subject to substantial fluctuations in value. This 
would exclude claims and liabilities having a fixed value if calcula­
tions are carried through in current prices, out would have to include 
them if the estimates are expressed in constant values because in that 
case unrealized capital gains and losses will arise also for assets and 
liabilities which are collected, or discharged, at face value. All these 
estimates of unrealized capital gains and losses will necessarily have 
to be very rough; but they are important enough, e. g., for the ex­
planation of changes in the distribution of wealth, to justify the 
effort to tie them into a system of national accounts. 

2. THE G O V E R N M E N T SECTOR 

{a) Conceptual problems 
(1) Governinent domestic interest payments.—^In the United States 

system of national accounts, interest payments on the Government 
debt are excluded from the income and product total in the same 
way as transfer payments. While few disagree regarding transfer 
payments, there are substantial differences of opinion concerning the 
treatment of interest payments. The committee has not tried to pro­
duce a final theoretical solution of this problem. We are .setting forth 
first arguments advanced for treating Government interest payments 
like transfer payments then arguments for regarding all interest pay­
ments as factor costs. While the committee was not unanimous on 
this theoretical question, the great majority agrees in its practical 
recommendation which will be presented later in this section. 

The following is the trend of thought which leads to the treatment 
of Government interest like transfer payments.** Transfer payments 
are excluded from gross national income and product totals because 
these payments have no counterpart in the production of goods and 
services in the same accounting period. The criterion does not depend 
on whether or not the relief recipient or the veteran has ''earned" these 
payments by his previous services, but rather on whether these pay­
ments were received in the accounting period, without a correspond­
ing production or service in that period. 

A similar reasoning has been applied to the interest on the war 
debt. Both wtih respect to the care of war veterans and the cost of 
borrowing an argument could be made that these expenses should be 
considered in a computation of the costs of a war. Nevertheless, after 
the war is over, payments to war veterans and payments to the holders 
of war bonds are made for a service in a period of the past; there is 
no counterpart in production during the years when these payments 
occur. 

The suggestion that interest payments on the war debt should be 
treated like transfers originated in the post-World War I period. I t 
was argued that the inclusion of interest on the war debt as a part 

** Some theorists have taken the. position that all interest payments by producers are 
essentially like dividends, 1. e., a distribution of profits. In this view it niight be proper 
to consider both interest and dividends as transfers in the system of natonal economic 
accounts. Government interest would then also be viewed in this light and considered 
as a redistribution of income collected by taxes. Consumer interest in such a theory could 
either be considered as a transfer or a payment for specific services. The majority of the 
committee has not accepted this line of reasoning. 
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of national income would lead to absurd results. Could one say that 
a coimtry becomes poorer by avoiding or redeeming a war debt by 
high taxation or wiping out a war debt by inflation, repudiation, or 
currency reform ? Or could one say that a country becomes richer 
if it raises the interest rate on all war bonds ? 

Certainly, all such measures would affect total production of goods 
and services favorably or unfavorably. These effects are measured 
by. the usual estimates of total income and production. In this view, 
there is no additional effect which should be measured by counting 
interest payments on the war debt as a payment for a current factor 
of production. 

The question must then be asked why are interest payments on, 
e. g., bonds issued by an industrial enterprise included in the national 
income and product total? The reason is that generally there exist 
tangible assets which have been financed by bonds and these assets 
contribute their services to production during the period when inter­
est is paid. Thus, there is in this case, a simultaneous counterpart to 
production which would be neglected if interest payments on com­
mercial debt were not included in income and production totals. This 
is appareritly the reasoning why the National Income Division makes 
the distinction between payments of Government interest and private 
interest. The assimilation of Government interest to transfers thus 
rests exclusively on the argument developed with respect to the war 
debt. How about the interest on Government debt issued for financing 
assets, such as roads or schools or municipal waterworks that con­
tribute services to current production ? 

Proponents of the opposite view, who recommend that all payments 
for interest be treated as factor payments like salaries and wages,' 
do not face this difficulty. They argue, in the most general way, 
that no Government or private individual or business firm is willing 
to pay a price unless a service is rendered worth the price. Thus 
the fact that interest is paid proves that there must be a service per­
formed and that there is no need to search any further to find out 
what kind of contribution to the national product has been made. 

Those who argue for inclusion of all Government interest in na­
tional product, but are not satisfied with the mere fact of market 
acceptance as justification for treating all Government interest as a 
factor payment, have advanced two different reasons. Some have 
suggested that the community which approves borrowing for wartime 
purpose determines that it prefers investment in war to investment 
m factories or roads. Government interest payments thus would re­
flect the services of defense and self-preservation arising out of the 
war—services which might otherwise have reflected investment in 
civilian economy. If it is asked how such interest commitments 
would be considered if war should bring defeat, proponents argue that 
in that contingency the interest on the war debt would be compaj?able 
to that on a business investment which turned out to be a failure. 
If interest is paid under those circumstances, so the reasoning con­
tinues, it represents the price which the community is willing to pay 
for an asset, namely, for avoiding the undesirable consequences of re­
pudiation. The asset is the preservation of confidence in the Govern­
ment's credit, and possibly the currency, which would be impaired 
by repudiation in one form or another. This seems a farfetched 
argument, but it maintains the criterion that there must be some use-
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ful, even though imaginary, asset corresponding to the debt and that 
the interest payment is considered to be equivalent to the service of 
that asset. . • 

The second argument raises an even more fundamental question. I t 
denies the necessary and direct relationship between financial claims 
and tangible assets, between income and production. Eather, incomes 
are considered to be derived on the basis of contracts. A worker earns 
his wage on the basis of a contract. Even if he should (unnoticed 
by the employer) idle on the job and make no contribution to produc­
tion, he still receives his wage. An inventor who has sold a patent 
may receive royalties under a contract even if it turns out that his 
invention is not used. Likewise, an investor in private obligations 
acquires a claim for interest payments irrespective of whether or not 
the firm has succeeded in making productive use of the capital. There 
is a relationship between incomes and production in the economic 
process, but that relationship is too complex for use in distinguishing 
between payments for factor costs and transfer payments, or oetween 
incomes received from current production and transfer incomes. In 
the last consequence, this view leads to the conclusion that national 
economic accounts can only depict the flow of funds and that it is 
futile to try to identify and separate the payments and receipts which 
represent production of goods and services and their disposition. 

Most members of the committee, while recognizing the logical con­
sistency of this position, believe that the purposes for which national 
accounts primarily are "used cannot be served merely by tracing a flow 
of funds without relationship to production and disposition of goods 
and services, and that such a mere description of flows without dis­
tinction of their economic character does not satisfy even the require­
ments of business accoimting. They acknowledge that relating the 
flow of funds to production requires some more or less arbitrary 
assumptions for which no more can be claimed than that they are 
reasonable and useful in economic analysis. I t is true that there are 
exceptions to the rule that interest payments on private debt have a 
counterpart in a contribution to production in. the same accounting 
period; it is also true that the interest payments may not always ade­
quately reflect the real; contribution to production. Nevertheless, 
there is no better and simpler method available for accounting for the 
services of the assets financed by credit. The interest on the war debt 
however is too large an item— ît is now on the order of $5 to $6 billion 
a year— t̂o be considered just another exception to the general corre­
spondence of interest payments and continued contribution of an asset 
to production. 

"The committee generally, therefore, does not disagree with the 
present practice of treating the interest on the war debt like a trans­
fer. I t does object, however, to the practice of treating interest on all 
other Government debt, particularly on the State and local debt, in 
the same way. Since by far the largest part of the Federal debt is the 
war debt, it is not a matter of urgency to attempt a separation between 
the part of interest payments which must be attributed to the war debt, 
those which must be attributed to deficits in current accounts, and 
those which reflect the acquisition of assets contributing to current 
national product. The committee is willing to accept for the present 
the National Income Division's treatment of Government interest as 



78 NATIONAL ECONOMIC ACCOUNTS 

far as the Federal interest payments are concerned. The State and 
local debt—approaching $50 billion—involves estimated annual in­
terest payments of more than $1 billion, to which the war debt argu-
merit does not apply. The committee recommends, therefore, that in 
the future, the interest on State and local debt be treated as a part 
of the income and product totals on the assumption that they reflect 
the continuing contribution to production of assets financed by the 
issue of these loans. 

This proposal is advanced as a practical interim solution. I t can­
not be regarded as the final answer because this solution still does not 
account for the services of Federal assets in general and of those 
State and local assets which have been financed by current revenues. 
A final solution consistent with the treatment of interest in the private 
sector would include that part of Federal interest payments which 
could be regarded as reflecting the services of Federal assets; and an 
imputed interest payment for those State and local assets, on the 
basis of the interest rate actually paid for the assets which have been 
financed by borrowing. Such a more nearly complete accounting for 
the services of all Government assets should be adopted only after an 
inventory of Government assets has been obtained in connection with 
a comprehensive national wealth and balance sheet account. (See 
ch. VTII, sec. 2c and ch. XIV, sec. 5.) 

(2) The treatment of Government transfer payments and poAiments 
of Government interest abroad.—The present treatment of Govern­
ment transfers to and from foreign countries in the National Income 
Division's statistics leaves much to be desired. At present. Govern­
ment transfers to and from abroad are netted and included among 
Governinent expenditures on goods and services. Government pay­
ments to and from abroad include two kinds of transactions: First, 
grants of funds or drawing rights which essentially facilitate other 
countries' imports from the country giving the transfer or from third 
coimtries; and second, transfers in kind, e. g., goods given by one 
government to another. 

In the case of consutoer transfer payments, the transfer is recorded 
as an income item or source of funds to the individual consumers re­
ceiving the transfer payment, and the resulting expenditures by con­
sumers are reflected in gross national product. If the same treatment 
is followed for international government transfer payments, the trans­
action would be recorded in the Government account as a transfer 
and in the international trade account as a payment to abroad. If 
the transfer were in the form of credit or cash, the foreign country 
would be recorded as using this credit or cash for the purchase of 
exports, much as in the consumer account the recipient uses his trans­
fer payment for consumer expenditures. If the payment were one 
in kind, the same fiction would pe maintained. In the case of military 
aid, exports would show the shipment of munitions as a transfer pay­
ment recorded on the other side of the ledger. In cases where the Gov­
ernment drew down existing assets, e. g., defense goods, it would be 
necessary to show this as sales by the Government to abroad in the 
.Government account much in the way other surplus sales are shown in 
the Government account. They would also, of course, appear as ex­
ports to the countries receiving the transfer in kind. 

By treating transfers by the Government to and from abroad in 
this manner, greater explicitness would be introduced into both the 
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Govemmerit account and the international trade account: the export 
and import figures would reflect the actual movement in goods and 
services, and transfers would be shown in their proper role as part 
of the financing of such movements. 

The proposed change in the presentation of international transfers 
in the Government account should correspondingly be applied also 
to other transactions such as the payment of interest to foreign holders 
of Government bonds. At the present time an inconsistency exists 
in the treatment of Government interest payments in the balance of 
payments and the rest-of-the-world account on the one hand, and in 
the Government account on the other. In the international account, 
payment of interest, irrespective of whether on private or Government 
loans, is treated as paid for a service; in the Government account, 
it ih treated as a transfer. 

If we think in terms of a worldwide system of economic accounts. 
Government interest paid or received should be treated the same irre­
spective of the residence of the bondholder. For a national account, 
however, one can see some justification for treating Government in­
terest paid to a foreign bondholder differently from that paid to a 
domestic bondholder. 

Nevertheless, in the interest of consistency, the committee proposes 
that property income paid to or received from abroad be subdivided 
between Government interest transactions and all other property in­
come transactions. Government interest received from abroad should 
not be included in the amount of export and service receipts which go 
to make up the property income segment included in gross national 
product (cf. ch. V). This recommendation is compleinentary to the 
proposal that Government interest payments, like all transfer pay­
ments, should in general be excluded from Government purchases of 
goods and services, but that an imputed allowance for the current 
service of Government assets should be made. 

(3) The problem of intermediate Government services.—One of the 
most difficult conceptual problems of national economic accounting is 
the propriety of including all Government expenditures for goods and 
services as component parts of the gross national product. I t has 
been much debated in the guise of the appropriate treatment of "inter­
mediate" Government services.*^ 

The argument is that some Government services become embodied in 
the value of private goods and are counted twice under present prac­
tice, once in the production of private goods and once in the value of 
goods and services of the Government. Without passing on the 
meoretical merits of the case the committee believes that an attempt to 
differentiate intermediate from final product in the Government ac­
count would give rise to too many controversial questions of classifica­
tion to be embodied in the near future into the official national 
accounts. The committee also is uncertain whether the refinement 
resulting from eliminating a possible source of double counting would 
outweigh the possible introduction of additional sources of error. 
After weighing the arguments on both sides the committee thus decided 
it could not endorse separation and exclusion of intermediate Govern­
ment services from national product. 

•"See, e. g.. Studies in Income and Wealth, vols. 1, 1937 ; 20, 1957 ; 22 (in press). 
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-However, the committee recommends that an attempt be made, 
preferably by a private research organization, to w;ork out, both in 
general and in quantitive terms, a separation between Government 
services whose benefits accrue to the individual consumer,'nonprofit 
private institutions, business, or other governmental.units, and those 
services (e. g., na,tiorial security, tax collection, and other administra­
tive expenses) which do not fit into such classification by beneficiaries. 
Once such a distribution were successfully worked out, so that it could 
be kept up to date in the official national accounts, analysts would be 
enabled to make their own adjustments in the. Government account 
and in the national product and income total. 

(4) Current surplus of Government enterprises and subsidies.— 
The National Income Division's system of accounts treats subsidies, 
i. e., monetary grants provided by Government to private business 
(including payments to farmers) differently from transfer expendi­
tures. The subsidies are considered to be included in the gross return 
of business, and, therefore, reflected in profits and farm incomes. A 
compensating deduction is, therefore, made in computuig the gross 
national income. With this treatment of subsidies we do not disagree. 

However, the Nationalllncome Division deducts the subsidies from 
the current surplus of Government enterprises and enters only the 
net figure in its national accounts, with the result that neither sub­
sidies nor profits of Govermnent enterprises are shown separately. 
The committee recommends that subsidies and profits (or losses) of 
Government enterprises be entered separately in the gross national 
income and product account in a manner parallel to the treatment of 
transfer receipts of corporate and noncorporate private enterprises. 

The National Income Division justifies the present netting of sub­
sidies and current surplus of Government enterprise by the difficul­
ties in ascertaining the subsidy payments to Government enterprises. 
We recognize these difficulties, but recommend that an effort be made 
to obtain the data needed for a separate estimate of these items, each 
of which is of interest to the analyst. 

{b) Classification of Government expenditures 
A functional classification of Government expenditures should be 

developed which is applicable not only to Federal, but also to State 
and local government. For the Federal Government the functional 
classification system appears to be well developed. However, the 
same definition for "national defense" expenditures should be used 
both in the budget and in the national accounting classification. Pro­
curement for military foreign aid should be shown as a special item 
under national defense expenditures but in such a manner as to make 
it clear that it is not included m the gross national product summa­
tion. United States representatives to international organizations 
should atteriipt to have the same definition also used for purposes of 
international comparison. If, for certain reasons, different classifica­
tion systems are needed for domestic purposes and for international 
comparison, a reconciliation should be published in the national in­
come supplement. 

Special analysis D of the Budget Document separates current ex­
penditures, outlays for aid and development programs, and additions 
to Federal assets. We propose that a similar classification of Gov­
ernment expenditures be adopted for the national accounts. Some of 
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the data in special analysis D are on a net basis—^that is, capital ex­
penditures are shown after deduction of certain revenues. For the 
national accounts, however, an attempt should be made to present, as 
far as possible, gross outlays for the acquisition of assets. 

The additions to Federal assets should separate those for defense 
and those for nondef ense purposes. Additions to defense assets should 
further distinguish between: (a) Military construction and construc­
tion equipment, (5) weapons (all "hardware" from bullets to battle­
ships), and (c) inventories such as strategic stockpile. 

Outlays for nondef ense assets of the Federal^ State, and local gov­
ernments should be subdivided by major functions and by the charac­
ter of the capital goods acquired, particularly distinguishing acquisi­
tion of new reproducible assets (structures, equipment, iriveiitories), 
existing tangible assets (e. g., land) and financial assets. Grants or 
subsidies used for financing additions to assets held by private institu­
tions, farms, and business enterprises should be shown separately. 
The classification of capital outlays should, as far as possible, dovetail 
with the classification of the asset accounts (see subsection (<?) below) 
so that the asset account can be kept up to date. 

The committee emphasizes that its proposal for developing infor­
mation on the additions to assets of various kinds should not be in­
terpreted as a recommendation for setting up a capital budget. The 
committee's proposal aims at providing useful information concern­
ing government transactions within the perspective of the economy 
as a whole. There is no intent to provide a breakdown of exoenditures 
which in itself leads to conclusions about the desirability of expendi­
tures or methods of financing. 

In order to provide more detailed information, particularly for the 
purpose of computing national input-output tables, it would be most 
desirable if Government expenditures (either on an accrued expendi­
tures or cash expenditure basis) could be classified by (a) programs, 
and (b) detailed object classification. The object classification should 
fit in with the standard commodity classification (standard industrial 
classification) and should give somewhat more detail than the present 
object classification used for obhgational authority in the Federal 
Budget. Such finer cross-tabulations should be of value for progress 
reports on various programs. At the same time, they would permit a 
more detailed economic analysis of Government operations and would 
be essential for the computation of input-output tables. 

The committee has been advised that it would not be feasible to 
prepare such a cross-classification of expenditures by coding and 
processing checks issued in the Treasury Department, but that tabula­
tions would have to be prepared on the basis of the accounts of the 
individual agencies. Such a classification, if held desirable, would 
have to be considered by the Bureau of the Budget, Treasury, and 
General Accounting Office within the framework of the joint ac­
counting, program. The committee therefore recommends that the 
feasibility of the cross classification be explored by that group. 

In order to utilize these asset breakdowns, and the segregations of 
durable expenditures in particular, in developing a capital account 
for Federal, State, and local governments another step is necessary— 
tlie calculation of depreciation allowances on tangible Government 
assets, allowances which can be subtracted from durable expenditures 
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to yield a figure for net capital formation, parallel to what is now 
called net private domestic investment in our official national income 
and product accounts. Since most of the Government agencies in^ 
volved do not themselves provide figures on capital consumption 
allowances—there are exceptions, e. g., the Atomic Energy Commis­
sion— t̂he depreciation allowances will have to be calculated by the 
riational income estimators, as is already done in the case of deprecia­
tion allowances on owner-occupied residences. This calculation pre-
uupposes, in addition to assumptions about the length of useful life of 
the different types of Government durables, the existence of estimates 
•of the stock of Government assets, and this is closely related to the 
problems connected with the derivation of a balance sheet for the 
various governments discussed below under (c). 

Because of the difficulties in setting realistic rates of depreciation 
and obsolescence for military durables (weapons) the committee pro­
poses that they be treated in the main set of national income accounts 
as "used up" immediately after delivery, i. e., that they be excluded 
from the asset account. Because of the size of the amounts involved 
relative to total national capital formation we suggest, however, that 
users of the national accounts also be furnished with an alternative 
estimate, possibly prepared outside the Government, in which expendi^ 
tures on military durables are capitalized, i. e'., removed from current 
expenditures but appear in the current account in the form of use 
value on the income side aid of depreciation allowances on the 
expenditure side. 

Thus, Government expenditures should be classified: 
(1) by functions and programs; 
V j - - - • by character, e. g., outlays for current administration, for 

aid and development programs, for additions to assets. The 
additions to assets should be further classified, as far as feasible, 
in the same categories as one suggested for a classification of assets 
in the next section; 

(3) by objects (in accord with the Standard Commodity 
Classification). 

For the most important items, cross-classification (e. g., outlays for 
assets by functions) would be desirable. 

\^/ («) Estimate of Government assets 
The committee recommends in chapter XIV that there be developed 

a system of national balance sheets. Estimates of Government assets 
would have to form an important component part of such a system. 
The development of such a system requires inclusion of asset infor­
mation in the Census of Governments and otherwise adding to present 
information concerning assets of the Federal Government. The 
Government assets should be broken down: 

(1) By jurisdiction (Federal, State, local, autonomous author­
ities of various kinds). 

(2) By character (land, structures, equipment, commodity in­
ventories, financial assets). 

(3) By functions (agriculture, education, health, transporta­
tion, general administration, etc.). 

(4) By location (for Federal physical assets only—continental 
United States with possible classification by regions or States; 
island possessions; foreign countries). 
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Cross-classifications are essential for (1) arid (2), arid (2) and (4) 
anddesirablefor (1) and (3),and (2) and (3). 

For the Federal Goyernment, the General Services Administration 
in cooperation with the various executive agencies has compiled ari 
inventory of real property owned by the United States, sutadivided by 
agencies, type of property, arid location.*^ This report covers a large 
part of the federally owned assets, but is ba^ed on original cost with­
out allowance for depreciatiori or changes in prices. 

With respect to equipment, it is probably possible to estimate an 
inventory with sufficient approximatioii oil the basis of an adequate 
breakdown by objects by using.the so-daiUed perpetual inventory which 
consists of cumulating and depreciating expenditures on durables. 
The committSg, therefore, feels that more detail on the classification of 
experiditures, particularly durables, deserves higher priority than an 
inventory of nonfinancial assets of the Federal Government, other than 
real estate. It may also be desirable to collect directly from govern­
ments or with the help of appraisals, sample information on useful 
life, and similar data which would be of help in estimating inventory 
magnitudes on the basis of purchases of equipment. 

For State and local governments, no data on nonfinancial assets are 
now being collected. The committee recOriimends that the Govern­
ment Division of the Bureau of the Census be asked to explore what 
records concerriing assets are available iri the hands of State and local 
governments. Depending upon the outcome of such explorations, 
consideration should be giveri to the inclusion of questions concerning 
nonfinancial assets of State arid local governments in a future Census 
of Governments or to conducting a special sample survey in between 
census years. (For a discussion of these and other qtiestions concern­
ing the improvement of data with respect to State and local govern­
ments, see chi XI, seC. 2e.) 

(d) A problem of presentation 
i?here is a difficult problem with respect to the most useful presenta­

tion of the Government sector iri the system of national accounts. The 
importance of this problem results from the fact that national accounts 
have been used for presenting the budget estimates in the perspective 
of the national economy as a whole. This was the purpose of the 
tables on the Government budget and the Nation's budget which 
appeared for a few years in the President's budget messages. In some 
countries (e. g. France and some Scandinavian countries) such a 
connection between budget proposals and the national accounts is 
even required by statute. 

This very important use of national accounts is impaired by the fact 
that the data presented in the Government sector of the accounts 
differ from the data which can be found in the Government budget. 
This is true of the consolidated Government receipts and expenditures 
accounts, as presented in table IV of the annual National Income 
supplement. The differences are more drastic in the gross national 
product tables arid the summary tables of the national income and 
product accounts which include in the Government sector only Gov­
ernment purchases of goods and services. 

«For a summary, see Inventory Report on Real Property Owned by the United States 
Throughout the World as of June 30, 1956, Committee on Appropriations of the U. S. 
Senate, 85th Cong., 1st sess. Document 25, February 11,1957. 
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The differences result primarily from the exclusion of transfer pay­
ments and the acquisition of land and existing assets and from the use 
in the national accounts of actual data wherever feasible instead of 
budget estimates. Thus, we have, in addition to the so-called con­
ventional budget concept and to the consolidated cash concept of the 
budget, a national income and product accounting-concept of the 
budget. This situation has resulted in considerable confusion. 

As a minimum, there should be published in each annual national 
inconae issue of the Survey of Current Business a reconciliation be­
tween the budget data, especially for the Federal Government, and the 
estimates included in the Government sector. I t would also be de­
sirable if each Federal budget would give for the past, the current, 
and the ensuing year the budget data in a breakdown which permits 
translation into the Government sector concepts of the national income 
and product account. The same applies to the publication of State 
and local budget data by the Census Bureau. 

In addition it is necessary to continue to show separately the Gov­
ernment payments for both purchases of goods and services and trans­
fer and interest payments. National accounts are often used for 
distinguishing the economic transactions which are subject to market 
fluctuations ftom those which are determined by Government. For 
purposes of an economic stabilization policy, for example, it would 
be erroneous to include transfer incomes as a part of other personal 
incomes but to exclude it from the Government sector. An mcrease 
in transfer expenditures generates additional personal income and 
consumer spending similar to an increase in, say, wages resulting from 
expenditures for public works. 

I t would be desirable therefore if, in an additional summary table, 
national accounts were presented in a manner in which the Govern­
ment account, subdivided by Federal and State-local transactions, 
would show both expenditures for goods and services and transfer 
payments even though only the goods and services would be included 
in gross national product. Correspondingly, personal incomes would 
be subdivided into incomes derived from current production and 
transfer incomes with only the first included in a summation of total 
gross incomes. Table E of chapter V is a variant of such a summary 
table based on the revised form of accounts proposed by this 
committee.*" 

3. THE FOREIGN TRADE AND PAYMENTS ACCOUNT 

The rest-of-the-world sector in the United States national accounts, 
like the other sector accounts, was originally designed to derive the 
income originating in the rest of the world, so that it could be added 
to the income originating in other sectors of the economy to yield 
national income. For this reason, special attention was concentrated 
upon items important to the derivation of the income originating in 
this sector. Imports were netted with exports and factor income was 
netted with factor payments to derive net foreign investment. How­
ever important this procedure was in the development of the national 
income aggregate, it has left a great deal to be desired in the develop-

^For another presentation, see the Economic Report of the President, January 1957, 
table E6, p. 129, or, in an Improved form, Studies in Income and Wealth, vol. 20, p. 126. 
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ment of national income and product accounts for analytic purposes. 
To be useful for these purposes, the flows in the accounts should be 
set forth in such a manner that their behavior over time will be easily 
discernible. The rest-of-the-world account in its present form is 
particulariy misatisf actory in this respect. Furthermore, it requires 
considerable labor to integrate the entries in the rest-of-the-world 
account with the ba,lance of payments published by the Department of 
Commerce and the balance of payments manual published by the 
International Monetary Fund. For students working in the field 
of international economics, it is extremely important to be able to 
move easily from the international trade and financial statistics into 
the domestic accounts of individual economies. At the present time it 
is not easy. 

Some of these objections relate to the classification system and form 
of presentation used rather than to the concepts employed in the ac­
count. But the form of the presentation is not unimportant. As has 
already been.pointed out in section V, the aim should be complete 
integration between the national income and product account deal­
ing with foreign transactions and the published balance-of-payments 
tables. 

The committee, therefore, recommends that the rest-of-the-world 
account be redesigned as a foreign trade and payments account, deal­
ing with international transactions in gross terms. One side of the 
account would show receipts from the sale of goods and services 
transfers received, and the surplus of foreign countries with the 
United States on current account. The other side of the account 
would show payments for imports of goods and services and trans­
fers to abroad. The account thus drawn up, showing figures for the 
year 1953 as an example, is shown below. 

Foreign trade and payments account for the United States, 19SS 
[In billions] 

1. Exports : $21. 3 

(a) Merchandise . .16.5 
(&) Shipping, tourism, etc . 2. 9 
(c) Labor and property income 1. 9 

2. Transfer payments tq individuals from abroad 0 
3. Transfer payments to Government from abroad . 1 
4. Surplus of foreign countries with United States on current account 1.9 

Heeeipts from abroad 23.2 

5. Imports 16.4 

(a) Merchandise 11.0 
(&) Shipping, tourism, etc 5.0 
(c) Labor and property income- ^ .5 

6. Transfer payments from individuals to abroad . 5 
7. Transfer payments from Government to abroad-. 6.3 

Payments to abroad : 28.2 
I t will be noted that in this account transfers are shown as receipts 

and payments in the international account. This differs from the cur­
rent United States procedure, where transfers from consumers and 
Government to abroad are shown as current expenditures on goods and 
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services by consumers and by Government. Also, they are now shown 
on a net basis, thus often obscuring the actual amounts involved. 

Transfer payments should appear in the international account, ir­
respective of whether the transfers are in goods and services or in 
financial claims. Transfers in kind should be reflected not only as 
transfer payments but also as exports of goods. In instances where 
the Government gives to other countries goods which it had accumu­
lated in a previous period (e. g., defense goods), they should be treated 
as sales of surplus goods by the Government, and also included in ex­
ports of goods. When consumers send gifts in kind abroad, they 
should not be included in consumers' expenditures, but should be 
classed as exports of merchandise. 

In this area, in particular, it is important that the Department of 
Commerce coordinate the treatment of the individual flows in the in­
ternational accounts with the International Monetary Fund, the 
United Nations, jĵ nd the Organization"*S8'European Economic Coop­
eration to insure comparability with the data of other countries and 
to facilitate the provision of information to these groups on a com­
parable basis. There may be points, however, where, after due con­
sideration, it is decided that, in the interests of internal consistency 
and the principles of national accounting, the principle of inter­
national comparability may have to be given up. One point in par­
ticular deserves mention. Since the committee has decided that Gov­
ernment interest should be treated as a transfer payment, interest 
paid by the Government to abroad and interest received from foreign 
governments should also be classified as transfer items in the national-
income accounts. This treatment is not consistent with the present 
treatment in the balance-of-payments tables or with the United 
Nations national income accounting system. Many of the other points 
in question are on a very detailed level—such things as the treatment 
of locally recruited staff of embassies, staff of international organiza­
tions, production activity on ships, gold transactions and export of 
gold ore, international defense transactions, and pension funds. These 
are all problems to those dealing with them, but do not significantly 
affect the overall design of the accounts and, hence, need not be dis­
cussed further here. 

In chapter V it was pointed out that the surplus item in the foreign 
trade and payments current account could be deconsolidated to show 
changes in assets and liabilities of the United States with foreign 
countries and foreign countries with the United States. This infor­
mation is now shown in various places; in the table showing transac­
tions with the rest of the world in the national-income statistics, in 
the rest-of-the-world account in the flow-of-funds statement, and in 
the financial data in the balance-of-payments tables. 

Finally, it should further be pointed out that the same classifica­
tion that is used for changes in assets and liabilities of the foreign 
sector (table A-13 of appendix A) can also be used for showing the 
level of assets and liabilities, thus giving the balance sheet for the 
foreign sector. 
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4 . TREATMENT OE CAPITAL EXPENDITURES ** 

{a) Scope of inquiry 
The development of economic analysis over the last two decades 

has been characterized by increasing emphasis on the role of capital 
expenditures and their financing in the course of national income, 
flows of funds, and the financial situation. In view of this crucial 
role of capital expenditures, it is particularly important to have re­
liable estimates of capital expenditures and their financing in the 
national income and product accounts and to develop estimates of the 
stock of capital. 

The committee has not undertaken to review the estimates in one 
important sector, inventories, because a task group organized by the 
Federal Eeserve Board less than 2 years ago has surveyed the field 
thoroughly and has made detailed recommendations.** In another 
very important field, residential construction, the committee has re­
ceived detailed suggestions from the agency responsible for the sta­
tistics, which include plans for verifying the reliability of the sta­
tistics now available in detail going well beyond anything the com­
mittee itself could have done. The committee, however, has studied 
the problems in other areas of capital expenditures sufficiently, with 
the help of the documents and conferences with the agencies partici­
pating in producing the statistics, to have definite views as to where 
the main gaps lie and as to the directions which further statistical 
work in the field should take. 

(&) Sectoral investment accounts 
Virtually all users of the National Income Division's figures agree 

that the provision of accounts showing changes in the different assets 
and liabilities of the sector ranks high among the desired improve­
ments. The Division itself acknowledges this, arid is now consider­
ing ways to fill the gap. If the committee's recornmendations re­
garding finer sectoring, particularly the subdivision of the present 
personal account, and the separation of Government enterprises with-
mg the business sector are accepted, accounts showing changes in 
assets and liabilities will also have to be provided for each of them. 

The main obstacle to immediate implementation of these obvious 
suggestions is the difficulty of obtainmg the necessary data. This 

«Although the report retains for readers' convenience the customary term "capital 
expenditures," the committee wants to emphasize a t the beginning of this discussion that 
it is using the term in the narrow sense of expenditures on durable, reproducible, tangible 
assets. Retention of the term does not imply tha t only expenditures on durable assets 
have the effect of increasing productivity and output in the future. Several other 
categories of private or public expenditures, particularly those on education, health, 
research, and possibly even advertising, have similar effects. Because of the difficulty of 
segregating those expenditures in the other categories that have output-increasing effects, 
i t is as yet impossible to include them in a broader concept of capital expenditures. The 
criterion, therefore, has been whether an expenditure increases the stock of tangible, 
reproducible, durable assets. Use of this criterion has the advantage of being in accord 
with business-accounting practice and of providing a direct connection between capital 
expenditures and reproducible national wealth, the latter being equal to cumulated net 
capital expenditures (after deduction of capital-consumption allowances). I t also permits 
us to use the handy term "capitalization" for the process of treating an expenditure as 
creating a depreciable asset in the accounts, in distinction from "expensing," 1. e., charging 
an expenditure in full to the current account of the period during which i t is made. 
Readers who prefer a more rigorous terminology may throughout this discussion substitute 
"expenditures on durables" for "capital expenditures," or for the term "investment," which 
is sometimes used in the same sense, e. g., in the National Income Division's publications, 
but is only rarely used in this report because of the danger of confounding it with invest­
ment in the financial sense of acquiring an asset of any type. 

«> Reports of Federal Reserve Consultant Committee on Economic Statistics, hearings 
before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report. 84th Cong., 1st sess. (1955), pp. 3 ff. and 395 ff. 
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difficulty, in turn, results from the fact that estimates of capital ex­
penditures are generally derived from data on expenditures for dif­
ferent types of structures and equipment based on output or sales of 
equipment manufacturers or on construction contracts, none of which 
provides information on the sector which is making the expenditures. 
The data from which capital expenditure estimates by-sectors could 
be directly derived are usually not available, or they become avail­
able only relatively late after the event. 

If sector changes in asset and liability accounts are to be developed 
as soon as possible, it will be advisable tb proceed in two directions. 
First, energetic attempts must be made to obtain a breakdown of the 
statistics of the value of output, shipments; or sales of producer and 
consumer durables and of construction statistics, by sector and in­
dustry, of ultimate buyer. The committee regrets that funds re-
questeci to improve the manufacturers' sales data by providing such 
breakdowns, as well as more accurate data, have for 2 years been 
disapproved by the Congress. I t hopes that such improvement will 
be authorized in the near future. Secondly, data must be collected, 
possibly with the help of sampling, which cover more sectors, which 
are available more promptly and which subdivide capital expendi­
tures more adequately than has been possible hitherto. The schedule 
by which this information is collected can probably also be used 
to obtain data, on capital-consumption allowances, net borrowing, 
issuance of securities, and acquisition or sale of existing tangible as­
sets, all of which are needed for the establishment of complete sector 
accounts showing changes in assets and liabilities. 

((?) The scope of capital expenditures. 
Two of the complex theoretical and conceptual problems connected 

with the measurement of capital expenditures in the national income 
and product accounts are important enough at least to be brought 
to readers' attention, in order to permit an evaluation of the recom­
mendations the committee is maMng in this field, even though they 
cannot be adequately discussed in this report. They are, first, the 
difference between gross and net capital expenditures and secondly, 
the scope and method of capital consumption allowances. The first 
of these problems is important not only in determining the volume 
of net investment, but also, as will appear in chapter XIV, in measur­
ing the stock of reproducible durable assets as part of national wealth. 
The second problems has substantial influence not only on the values 
at which net, in contrast to gross, capital expenditures and saving are 
entered in the national accounts, but also on tlie calculation of busi­
ness profits, since capital consumption allowances must be deducted 
from receipts before profits are determined. 

In the matter of defining the scope of expenditures that are re­
garded as capitalizable and hence later are subject to depreciation, the 
committee generally accepts the present practices of the National Tn-
come Division. The committee, specifically, sees no reason for recom­
mending changes in the present convention of— 

(a) regarding all expenditures on currently produced com­
modities with an assumed regular life of more than 3 years as 
capitalizable; 
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(&) classifying expenditures on repair and maintenance as 
current, but including expenditures for major alterations and 
additions to existing durables with capital expenditures; 

(c) treating transfer costs on existing durable (as well as in­
tangible) assets, such as real estate dealers' commissions, as cur­
rent expenses; 

(d) disregarding altogether both discovery and depletion of 
natural resources; 

(e) excluding from capital expenditures all outlays on the 
creation of intangible assets, such as expenditures for research and 
advertising; and 

(/) not including expenditures on what may be called human 
capital, particularly expenditures on health and education, in 
national capital formation. 
All these types of expenditures have been the subject of extensive 
discussion and the arguments for inclusion of some of those now 
excluded in a broader concept of capital formation have con­
siderable merit. In the present state of information and so long 
as the national accounts are basically molded along the lines of 
business accounting, the present treatment appears on the whole 
preferable, provideci no claim is made, or implied, that the cate­
gory "Capital expenditures" includes all expenditures relevant, 
or contributing, to economic growth. 

However, in line with its general principle of providing the basic 
information for as may useful alternative approaches as possible, the 
committee would like to see expenditures on these disputed items 
shown separately, wherever that is feasible, though of course still as 
a part of current expenditures, so as to permit the derivation of esti­
mates of national capital expenditures on a broader concept by users 
who prefer it. The committee recognizes that some of these alterna­
tives present such conceptual and statistical difficulties that the Na­
tional Income Division should not be asked to add these estimates to 
its already overcrowded schedule, but economic research organiza­
tions should be encouraged to do the basic work necessary before the 
estimates can be put on a regular and more routinized basis, includ­
ing the development of estimates back to 1929. Some of the topics 
involved would, it seems to the committee, be well suited for sessions 
of the Conference on Research in Income and Wealth. 

5 . THE TREATMENT OF CAPI'rAL CONSUMPTION ALLOAVANCES 

The second problem, the treatment of capital consumption allow­
ances—which is of importance for the measurement of net national 
product and still more so for that of net capital expenditures, saving 
and net business profits—involves two quite distinct questions. The 
first is the decision whether to use capital consumption allowances as 
reported in the books of accounts or tax returns of the different sec­
tors where they are available, i. e., chiefly for corporations and to some 
extent for unincorporated business. The second question arises for all 
sectors if it is decided that reported capital consumption allowances 
do not fit into a system of national accounts, but is posed in any case 
for. the numerous sectors for which no reported capital consumption 
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allowances are available, i. e., at the present time households, nonprofit 
organizations and governments. 

The present practice of the National Income Division is to accept 
capital consumption allowances reported in corporate tax returns (or 
figures extrapolated from them) except for depletion allowances which 
are added back to profits; to step these figures up to take account 
roughly of the capital consumption allowances of unincorporated non-
farm business enterprises; to use the capital consumption allowances 
in agriculture as estimated on the basis of replacement cost by the 
Department of Agriculture; and finally to add an estimate for the 
capital consumption allowances on residential structures not owned 
by corporations based on a 50-year straight-line amortization of con­
struction expenditures. 

This practice means, first, absence of uniformity since most busi­
ness capital consumption allowances, as well as those on residential 
structures, are based on original cost, while replacement cost is used in 
agriculture; and since most but not all businesses calculate capital 
consumption allowances on the straight-line rather than the declining-
balance or other methods. I t means, secondly, that all changes in the 
tax laws and regulations regarding depreciation are reflected in the 
national accounts; for instance, the accelerated-depreciation provisions 
of recent years, although these provisions may not reflect actual cap­
ital consumption. I t means, thirdly, that most capital consumption 
allowances that appear in the accounte of one year are not comparable 
to the capital expenditures of the same year since they reflect the price 
level of an earlier period, sometimes as much as 50 years ago, when 
the expenditures were made. I t means, fourthly, that no capital con­
sumption allowances at all are calculated on the stock of durable 
consumer goods or on the structures or equipment owned by 
governments. 

Even if it were decided to abandon the present method and to derive 
all capital consumption allowances in the national accounts on a sys­
tematic and unifoiTO basis, at least four questions would remain to 
be decided. They are the sources of the capital expenditure data on 
which Capital consumption allowances are to be based; the length of 
life and the proportion of scrap value to original cost to be used in 
setting depreciation rates; the method of depreciation which is to be 
applied; and the question whether to use original cost or replacement 
cost or another basis of calculation of capital consumption allowances. 
Most of these questions-have been so thoroughly discussed among 
accountants, economists, and businessmen that there is no point in 
going here again over the arguments. All the committee needs to do 
is to mdicate the stand it is taking on the different controversial points 
and to translate its decisions into recommendations that can be imple­
mented within a reasonable time and can be fitted into a system of 
national accounts. 

Of these questions, the first—^the capital expenditures on which the 
calculations of depreciation allowances are to be based—^is conceptually 
the easiest but statistically probably the most difficult one to imple­
ment. The degree of difficulty, however, depends to some extent on 
the depreciation method used. Under the standard straight-line 
method the figures required are the expenditures by the different sec­
tors on as many types of durable assets as are distinguished, and these 
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data are needed for as many years before the year to which the calcu­
lation applies as correspond to the assumed life of the asset. Since 
the capital expenditure figures of the National Income Division go 
back, at least for private sectors, to 1929, there is no particular diffi­
culty in calculating depreciation allowances for 1957 and later years 
for all types of assets tor which the length of life is set at 28 years 
or less. For longer lived assets, or if depreciation allowances are 
to be calculated for years before 1957, it would, however, become nec­
essary to use other unofficial estimates of capital expenditures, or to 
derive such estimates afresh. This is a considerable task, particularly 
since the figures have not always been prepared or are not available 
separately for each sector. Calculation of capital consumption allow­
ances for the Government presents the additional difficulty that in 
the past no distinction has been made in the National Income Divi­
sion s accounts between current and capital expenditures, so that in 
this case the entire set of capital expenditures would have to be devel­
oped from the beginning. 

The length of life and the proportion of scrappage value to original 
cost which are necessary to determine depreciation allowances both 
under the straight-line and the declining-balance method are far from 
uniform for the same type of asset as among different businesses, al­
though regulation F of the Treasury Department has been used as a 
guide in many cases. Astonishingly enough, no thorough investiga­
tion has ever been made of the actual length of life, time of scrappage, 
or ratio of scrap value to original cost for different types of durables 
except for a few regulated industries. Such a study, however, will be 
a prerequisite for any satisfactory calculation of depreciation allow­
ances in the national accoimts. Beyond that, such a study would make 
a substantial contribution to our understanding of the problem of 
investment and economic growth. 

Of the two main methods of distributing the original cost of an asset 
over its total useful life the straight line method has the advantage 
of simplicity involving equal amounts of depreciation in each year of 
the asset's life, and of still being the predominant practice in business. 
On the other hand, arguments have been advanced that the declining 
balance method (in which a year's depreciation is equal to a fixed per­
centage of the depreciated value at the beginning of the year and 
hence varies in amount from year to year) conforms better to an 
economically significant interpretation of the decline in the value of 
a durable capital asset over its life. 

The committee does not feel that a decision must be made at this 
time on the method which—^not limiting the choice to straight line 
and declining balance methods—^should ultimately be used in calculat­
ing capital consumption allowances for our national accounts. The 
final decision in this matter may wait until more relevant data on the 
increase in operating cost of durable goods with age and on the decline 
of their value in the second-hand market are available. 

There remains the most contentious problem, that of original cost 
versus replacement cost, the latter interpreted as original cost adjusted 
for price change between the time the capital expenditures are made 
and the period for which the depreciation allowance is calculated. I t 
is but a reflection of the status of the discussion among economists and 
accountants that the committee was unable to formulate a recom-



9 2 NATIONAL E'CONOMIC ACCOUNTS 

mendation on this problem that was acceptable to all, or even to most 
members. 

The evident disagreement in this area results in part, from the fact 
that the national accounts are used for various purposes, and the ap­
propriate treatment of depreciation may vary depending on the pur­
poses which are emphasized. If we are interested primarily in an 
estimate of the total net national product or of net capital forma­
tion, the deduction for depreciation should correspond as closely as 
possible to expenditures that would be needed to maintain the capital 
stock intact,!, e. be on the replacement cost basis.®" The problem ap­
pears in a somewhat different light when the national economic ac­
counts are used to depict the comparative position of different eco­
nomic groups. The relative position of recipients of profits and other 
incomes would be distorted if depreciation allowances are currently 
calculated were increased to a replacement cost basis without at the 
same time revaluing capital assets and assigning the resulting capital 
gains or losses to the owners. 

All members of the committee agree that, since each of the two 
alternative bases of depreciation allowances is useful for some pur­
poses of economic analysis, the users of the national economic accounts 
should be furnished depreciation estimates on the basis of both orginal 
and replacement cost; that such estimates should be prepared by the 
National Income Division, on an annual and quarterly basis; and that 
the estimates should include depreciation not only for the types of 
reproducible assets for which it is now shown (privately o w n ^ struc­
tures and producer durables), but, in agreement with the recommenda­
tions made m chapter VH? sections 1 and 2 also for publicly owned 

durable assets and for the main types of consumer 
durables. 

The majority of the committee would like to see depreciation allow­
ances shown for each type of asset in the following form which permits 
users to shift from replacement to original cost basis if they so prefer: 

Total depreciation allowances ((a) plus ( J ) ) 
(a) Book or original cost basis 
(b) Depreciation revaluation adjustment (adjustment for capital 

gain (-f-), or loss (—) on valuation of depreciation) 
The committee believes that these estimates of replacement cost de­

preciation should be supplemented by data on the capital stock against 
which the depreciation is charged, also revalued to replacement cost. 
As is done throughout the national product account, estimates in con­
stant as well as current,dollars would be needed for all three of the 
measures involved—gross capital expenditures, capital consumption, 
and capital stock. With such data progress in the accumulation of 
real capital could be distinguished from realized and unrealized gains 
or losses and the change in position of various groups of holders of 
such assets could be evaluated. Accordingly, the committee recom­
mends that estimates of capital stock and of unrealized capital gains 
to the holders of that stock should be developed as rapidly as possible 
and incorporated in the national accounts as soon as they oecome 
available. 

«> Whether or not depreciation is based on original or replacement cost it should neither 
underestimate the actual replacement need nor Include as depreciation outlays that actually 
add to existing assets. 
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The committee's recommendations in the matter of capital consump­
tion allowances may then be summarized as follows: 

(1) Provide estimates of capital consumption at constant and re­
placement values for those assets for which depreciation is already car­
ried in the national accounts, i. e., business structures and equipment 
and owner-occupied homes, and develop corresponding estimates of 
capital stocks in current and constant dollars. • 

(2) Develop as soon as feasible estimates of depreciation allowances 
and capital stock, both on original and replacement cost basis, for 
assets for which such estimates are not now included in the national 
accounts, i. e., for Government structures and equipment and for ma­
jor consumer durables. 

These two recommendations should not be regarded as a judgment 
by the committee on the use of replacement cost depreciation in busi­
ness accounting, in taxation, or in regulatory practice. The commit­
tee feels that it is not its function to deal with these fields in which 
different tests may apply, and that the decision with respect to the 
treament of depreciation in the national economic accounts should not 
constitute the basis for any position on the treatment of depreciation 
in such other areas. 

(3) Initiate studies of actual length of life, scrap value, and loss-
of-value curves for different types of durable assets and of their signifi­
cance for economic analysis and the national economic accounts. 
These studies may weU be handled by an independent research organ­
ization rather than by a governmental agency, and might utilize the 
material now being collected in connection with an inquiry by the 
Internal Eevenue Service into the useful lives of depreciable prop­
erty,®^ which is to be used in preparing a new edition of bulletm F, 
last revised in 1942. 

(4) Develop, after the results of (3) are available and probably in 
connection with building up capital stock figures, consistent estimates 
for capital consumption allowances of corporate and unincorporated 
business, to be used instead of the allowances reported in tax returns 
underlying the present depreciation estimates in the national accounts. 

(5) Develop estimates of unrealized valuation changes of the stock 
of durables. These estimates will have to be tied to national balance 
sheets (see ch. XIV and tables A-13 and 14). 

6. TREATMENT OF FINANCIAL INTERMEniARlES 

The treatment of financial intermediaries poses a special prob­
lem in national income accounting, since the bulk of the revenue of 
these institutions takes the form of interest and dividend receipts, 
rather than sales receipts. In the usual procedure for deriving income 
originating in an industry, interest and dividends received by the 
industry are deducted from interest and dividends paid, and the result­
ing figure for net interest and dividend payments is added to the sum 
of other factor incomes originating in the industry to obtain total 
income originating. If this procedure were followed in the case of 
financial intermediaries, however, net interest payments would be 
negative, and might be so large as to yield a negative entry for total 
income originating in the industry, a result clearly contrary to com-
monsense. 

^ See Internal Revenue Service release 182, February 18,1957. 
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To avoid this outcome, the National Income Division departs from 
the usual procedure, in deriving income originating in financial inter­
mediaries. The departures are basically of two types. In the case 
of commercial banks and investment trusts, an entry is made on the 
debit side of the accounts for imputed interest paid depositors, equal 
in amount to the excess of property income received over interest paid, 
and a corresponding amount, assumed to represent the value of services 
rendered to depositors without explicit charge, is entered on the credit 
side. .The effect of these adjustments is,to cancel^out the original 
excess of interest receipts over payments, yielding a figure for income 
originating in banking equal to wages plus profits. In the second 
procedure, followed in the case of life insurance companies and mutual 
financial intermediaries other than life insurance, the enterprise is, 
in effect, treated as an association of individuals. Its expenditures 
for labor and other cost purchases and its saving are treated as though 
made directly by individuals, wliile items such as death-benefit claims 
and premiums are excluded from the income and product flows, since 
such transactions are viewed as interpersonal transfers. 

These procedures have been criticized from time to time and some­
times violently. In the case of the banking procedure, for example, 
it has been pointed out that banks render services to borrowers as well 
as depositors, and the present procedure fails to recognize this. Thus, 
it is argued, the present treatment gives an imrealistic picture of the 
nature of banking operations. The conception of life insurance com­
panies as associations of individuals has oeen.similarly criticized. 

While the unsatisfactory nature of the present procedure is gen­
erally recognized-^by the National Income" Division as well as others— 
little progress has been made toward general acceptance of any of the 
alternatives thus far advanced. In the committee's judgment, there­
fore, it would be premature to recommend a change in the present 
procedure. What is needed is a thorough review both within and 
outside the Government of the treatment of financial intermediaries 
in the national accounts with a view to developing an alternative, and 
if possible simpler, procedure that would conform more closely to the 
realities of the activities of these enterprises. Such a review, together 
with one for. the closely allied area of nonprofit institutions, might 
go far toward clarifying and strengthening the estimates for these 
areas. 

CHAPTER VI I I . SHORT-TERM ESTIMATES 

In considering short-term estimates—quarterly or monthly—^the 
emphasis shifts almost exclusively to their usefulness in analyzing 
current developments. The preponderance of attention given those 
short-term estimates by economic analysts throughout the country, 
particularly those in business concerns and labor organizations, is 
directed toward this objective. Changes in various components of 
gross product and national income are closely followed as a means 
of understanding what is happening in the economy and of gaining 
insight into what the future course of developments may be. 

Their usefulness in this context is in strong contrast to the. very 
limited contributions they make toward the solution of longer term 
problems. Quarterly or monthly fluctuations tend to be of little sig­
nificance for many kinds of basic analysis; for example, those relating 
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to changes in the structure of the economy or the comparative status 
of various economic groups. 

The useijTof the short-term estimates and their inherent limitations 
necessitate the application of different criteria from those relevant 
for the annual data. The fact, that the same conceptual framework 
may be applied for both purposes testifies to the fundamental validity 
of the measures appearing in the national accounts. But it involves 
compromises in the actual process of measurement, because the 
standards applicable to the collection of annual data cannot be ap­
plied in compiling data suitable for keeping up with changes through 
short periods within the year. The compromises are forced first, by 
considerations of cost and, second, by the basic conflict between speed 
and accuracy. 

As an unavoidable consequence of this situation, the short-term 
analyst must necessarily work with data that are partial or, compared 
to annual figures, substandard to some degree. All he can ask for 
is the best possible compromise between timeliness and accuracy. He 
wants the initial indications of change at the earliest possible mo­
ment; but he wants even more to avoid the gross errors that arise 
from jumping too quickly to a conclusion. His initial view of the 
situation is always provisional and subject to revision as additional 
information becomes available. 

The committee recognizes that there is no complete solution for this 
problem. It attempts no more than to specify where reasonable lines 
of compromise might be drawn for the national accounts data and 
to indicate where some improvements can be made in the published 
data and in the underlying source materials that go into their 
makeup. . 

The guiding criterion for the short-term estimates is that they 
should provide: First, a timely survey of important changes ih the 
entire economy; second, sufficient detail to define significant sources 
of change and to permit analysis of related components of the overall 
flows; and third, a degree of accuracy and stability that would rule 
out most of the possibility of misleading indications in the first 
reports. 

1. TIMING 

One frequent proposal aimed at greater timeliness calls for put­
ting the gross national product estimates on a monthly basis. The 
committee recognizes the merit of the contention that quarterly data 
are comparatively slow and may fail to report a turn for more than 
6 months. However, careful consideration leads the committee to 
conclude that development of monthly estimates of gross national 
product would not be warranted. 

The gross national product is a composite made up of diverse ele­
ments that differ widely in behavior and other characteristics. Some 
of these, like Government services, are quite stable, so,that specific 
monthly data contribute little to knowledge of the situation. Others, 
like inventories, are highly variable, and as a result of large, erratic 
fluctuations, the change in any month may be di9S.cult to interpret. 
Month-to-month changes in the composite would generally be deter­
mined by the volatile elements and would at times depict erratic fluc­
tuations of little or no significance. Variation of this character is 
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inappropriate in a broad measure of activity whose primary objective 
is to portray the movements of the entire economy. 

This in no sense implies that the short-terni analyst should wait for 
the gross national product to obtain his earliest information on cur­
rent changes, father , it suggests that the latest national accomits 
data should provide a solid point of departure from which the 
analysis might proceed in terms of supplementary information. 
Prior data are available for rnost of the components of gross national 
product, in such monthly statistics as: industrial production; construc­
tion;" employment; retail sales; manufacturers'; sales, orders,?and 
inventories; and merchandise exports and imports^ The personal 
income series is^a basic component of the national accounts already 
available oh a monthly basis. A number of weekly series also serves 
as timely indicators of current developments. Among these may be 
mentioned department "store sales, wholesale prices, ousiness loans, 
freight car loadings, and a number of production series, including' 
electric power, steel automobiles, coal, petroleum, and paper products. 
I t is clear from this listing that the short-term analyst is not without 
recourse in the absence of a monthly gross national product series. 
However, the cominittee wishes to make clear that it is desirable to 
compile as many of these supplementary series as possible on a 
monthly basis, and on an even more frequent basis where weekly or 
other interim statistics of that kind would be significant. 

The role of the gross national product data must be judged in rela­
tion to the supplementary statistics available. A gross national 
product estimate may be regarded as providing a basic summary of 
economic activity on a quarterly basis, which is capable of tentative 
extrapolation by means of other available data. Where this procedure 
is followed, the gross national product need not be affected by the 
deficiencies of the monthly data as it smooths irregular fluctuations 
within the quarter. Any areas of uncertainty in the monthly extra­
polation based on supplementary series are then directly tied to the 
specific items in which they appear. The committee therefore con­
cludes that the gross national product serves best as a i quarterly sta­
tistic and would be incapable, if provided on a monthly basis, of 
meeting the objective toward which such proposals are directed. 

The one item in the national accounts whose delay tends most to 
frustrate current analysis is corporate profits. The short-term ana­
lyst is put in the position each quarter Of distributing an unspecified 
residual between corporate profits and the statistical discrepancy. 
Since corporate profits are the most variable item on the income side 
of the accounts, this imposes a serious burden on the user, who is gen­
erally in no position to carry it. 

The committee therefore recommends that preliminary estimates of 
corporate profits be developed and if possible included in the initial 
quarterly reports. If this'is not possible, they should be made avail­
able the following month, or as soon as feasible after the initial report 
for each quarter. 

More timely preliminary estimates of corporate profits could be 
obtained by a combination of methods. In the first place, the tabula­
tions of presently available data by the Federal Trade Commission-
Securities Exchange Commission financial reports program could be 
speeded up with some additional effort and some increase in cost, as. 
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for example, by obtaining telephone reports. At least_ one month 
could be gained by this procedure. Additional reporting samples 
should be initiated for specific areas of nonmanufacturing where we 
now have almost no current financial information. And finally, ten­
tative estimating procedures should be developed in some areas, by the 
Office of Business Economics to supplement survey reports by utiliizing 
related data, such as sales and prices, data which provide in large 
part the basis for the present estimates of proprietors' income. 

2. ACGURAOT 

Most of the data going into the national accounts have to be drawn 
from existing records, which were brought into being by operating 
needs of the organizations preparing them or by legal requirements 
unrelated to their subsequent uses as economic statistics. Where new 
records are created, as in field surveys of households that do not main­
tain records, frequent collection of data is very costly and therefore 
usually has to be restricted to comparatively small samples. Even 
where comprehensive records are made in the ordinary course of busi­
ness operations, the results do not become available for some time 
after the end of the period to which they apply. Some concerns from 
which reports are desired complete their records quickly, others in a 
more leisurely manner. If collection is limited to the former, the 
possibility of bias cannot be eliminated; and if the latter are included, 
the setting of an early reporting schedule tends to limit cooperation. 
. As a consequence, strict sampling procedures cannot be insisted upon, 

but cutoffs have to be established in accordance with processing and 
publication requirements. If primary attention is given to the month-
to-month or quarterly changes indicated by the respondents reporting 
in time, acceptable preliminary estimates can usually be obtained by 
matching reports and analyzing the partial and complete samples 
obtained from period to period. 

From the standpoint of the shott-term analyst, it is the change from 
period to period that is most important. Probability samples that 
give the best estimates of the total are not designed necessarily to give 
the best estimates of the change. The sampling error may be small 
in relation to the total but large in relation to me change, I t intro­
duces a disconcerting element of erratic variation into the changes 
portrayed. I t is doubtful, for instance, that the reliability of the esti­
mates of changes in retail sales data has been improved by the more 
scientific sampling procedures adopted in recent years. 

We, therefore, suggest that, except in the case of benchmark data, 
the agencies compiling statistics that enter into the national accounts 
direct their efforts primarily to minimizing errors in the changes, and 
where necessary recast methods of compilation with a view to meeting 
this criterion as fully as possible. This applies to annual as well as 
quarterly or monthly estimates, depending upon the specific purposes 
of the data and the conditions under which they are compiled. 

I t is unrealistic to expect that the quality of all the current items 
included in the national accounts can be brought" to, or even close to, 
statistical perfection in the near future. Some components will un­
doubtedly fall short of meeting the standards of statistical accuracy 
that would make them suitable for publication. We feel, however. 
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that in most cases the details behind the curreiit estimates should be 
made available to interested research workers for examination, dis­
cussion of problems involved in their preparation, and such use of 
them as may be justified. Subjecting them to scrutiny and testing 
by outside specialists in this way is likely to be a most effective means 
of achieving improvements over a period of time. 

Although the committee advocates a bold approach to the problem 
of providing preliminary estimates, it does not concur in suggestions 
that would give a spurious impression of accuracy in those estimates. 
Two proposals bearing on this point were put before tbe committee: 
The first is to eliminate the statistical discrepancy from the 
accounts; the second is to hold revisions to the minimum. What­
ever merit these suggestions may have for the annual data (see ch. 
XI, sec. 1), we feel that they are inappropriate to the current esti­
mates. Under conditions of current reporting, discrepancies and re­
visions are unavoidable aspects of the process of overall data compila­
tion. We feel that it is better to make this clear to all concerned th^n 
to leave users with a sense of security not justified by the facts. 

3 . DESIRABtE DETAIL I N THE QUARTERLY ESTIMATES 

Users of the national income and product data almost universally 
agree that more detail in the quarterly estimates would be desirable 
for analytical purposes. The National Income Division has been 
publishing detail on consumer-expenditures in the statistical pages of 
the Survey of Current Business, to supplement the three-way break 
by durability (nondurable, semidurable, durable) shown in the 
quarterly gross national product estimates. A similar degree of dis­
aggregation would be desirable for the other segments of gross na­
tional product, and for convenience all should be brought together 
in a single table. 

A suggested listing of items to be shown on the expenditure side of 
the account in accordance with this proposal is providedin table B-1 
of appendix B, which does not constitute a recommendation by the 
committee as to every detail. The primary breakdown not now regu­
larly available and most widely desired is that for producers' durable 
equipment. The analysts consulted almost universally propose some 
breakdown of this item—some suggesting detail by type of equipment, 
others by user. An illustrative listing is included in table B-1, which 
is presented merely as a useful compromise based on a primary break 
by type. Since the nature of the major kinds of equipment largely 
determines their use; a large part of what is desired in the break by 
user would be indicated in these data. The "all other" category is 
somewhat of a conglomerate, but most industrial equipment as such 
is excluded, appearing in the other categories. We recognize, of 
course, that new source material will have to be developed in order to 
provide any such breakdown of the producers' durable goods total. 

Nonresidential construction as presently shown is also too inclusive. 
If it were to be divided in such a way as to separate out the portion 
intended for industrial use, the additional information would be of 
considerable analytical value. . 

Government capital expenditures should also be shown separately, 
on a basis as nearlv comparable with those in the private sectors as 



NATIONAL ECONOMIC ACCOUNTS 99 

possible. The breakdown shown in table B-1, which is intended to be 
illustrative only, makes such a separation and also subdivides the 
remaining expenditures between compensation of employees and other 
purchases from business. 

In the case of the foreign sector, a basic change_is recommended 
which is in accord with that suggested for annual estimates in chapter 
VII, section 4. The net balance on current account is substituted for 
net loreign investment, and the major components are shown. The 
most important aspects of this change are that it reveals the gross 
flows of goods and services into and out of the economy, and directs 
attention to what is, for nonmilitary items at least, the more relevant 
point of analysis. This change has been under discussion for some 
time and has already been accepted in principle by the National 
Income Division. 

I t is suggested that data on the income side of the accounts be pre­
sented separately, as illustrated in table B-2. This rearrangement 
makes for more logical treatment of the data in current analysis than 
the present arrangement, in which gross national product appears 
between "national income" and "disposition, of personal" income." 
The amount of detail proposed is not greatly increased. 

The detailed breakdown of personal income is shown in preference 
to that for national income. The latter is of less significance for 
current analysis, except for the data on corporate sources and uses of 
funds, which are covered in the proposed table B-3. 

The breakdowns in table B-3, both as to sectors and as to items 
shown for each, are again primarily illustrative. Some of the quar­
terly data in the section on sources and uses of corporate funds are not 
now published. This is not a complete statement of sources and uses 
of funds, since certain working capital items are left out of account. 

International transfer payments are shown in table B-3 in both the 
personal and the Government sectors. These items would be removed 
from personal and Government purchases with the shift from net 
foreign investment to the net foreign balance on current account and 
therefore should be separately shown at some other point in the 
quarterly tables. 

4. NEED FOR NEW CURRENT DATA 

Most consistent among the demands for new current data are those 
relating to deflated gross, national product. Since the interim move­
ments of the constant-dollar measures diverge at times from the cur­
rent-dollar estimates, the purposes for which they are constructed 
can be served only by making them currently availaible. Most of the 
price indexes used in (ieflating the current-dollar estimates are avail­
able on an interim basis, so that deflation of the quarterly estimates 
would appear to be feasible. The fact that estimates of this kind are 
sometimes computed and published by commercial periodicals and 
congressional committees reinforces this conclusion. These demands 
envisage not only the deflated gross product total but also substan­
tial detail. Most analysts would like at least as much detail as in 
the quarterly summaries now published. . The committee is aware 
that some of the price series are seriously lacking in quality and that 
in many cases they also miss the time schedule for publication of the 
current estimates. This illustrates again the need for a. concerted. 
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attack on the problem, involving the coordinated efforts of the various 
agencies involved, that has been discussed in some detail in chapter 
"\n[ with respect primarily to annual estimates. 

Other requests for new current data were not, in the view of the 
committee, acceptable. These were either impractical or of a char­
acter that made their compilation on a basis more frequent than 
annually inappropriate. ^ 

Even'with requests limited to this extent, there naay be certain 
detailed items of information in addition to corporate profits which 
the National Income Division cannot provide as promptly as the basic 
quarterly series. For all such items, it is suggested that a dual publi­
cation schedule might be devised to achieve the most timely presenta­
tion of results consistent with minimum standards of accuracy. This 
could be done by reporting the results initially available as soon as 
possible after the end of the quarter and supplying additional detail 
after a short time lag of, say, 1 month instead of a full quarter. Tjie 
additional work and publication costs involved in this proposal would 
be justified by the widespread and growing use of these data in cur­
rent analysis throughout the community. 

The same line of reasoning leads to the recommendation that as 
additional data become available which permit revisions these revi­
sions be released as soon as they are made instead of being held, as 
is the practice now, imtil the annual estimates are published in July 
of the following year. At the least, these revisions should be released 
at the time a new quarterly estimate is given out, in accordance with 
the usual practice in reporting other current statistics. 

The recommended quarterly reports from the National Income 
Division should be supplemented by the flow-of-funds data now being 
compiled annually by the Federal Eeserve Board. Insofar as pos­
sible, the Federal Eeserve should plan to make its publication sched­
ule as timely as that of the National Income Division. This sugges­
tion is discussed in chapter XII. 

CHAPTER IX. PROBLEMS OF EEGIONAL ESTIMATES 

The committee has confined this chapter to a brief summary of rec­
ommendations without a detailed discussion of the estimates now 
existing or of some of the basic problems that arise in building up 
national accounts for areas smaller than the entire United States be­
cause a fairly exhaustive treatment of these subjects has recently be­
come available in Eegional Income (Studies in Income and Wealth, 
vol. XXI, a collection of the papers presented at the meeting of the 
Conference on Eesearch in Income and Wealth held in June 1955); 
and because the National Income Division has just published a de­
tailed description of its revised estimates in Personal Income by States 
Since 1929. 

1. NATIONAL INCOME DIVISION ESTIMATES 

Official estimates of State incomes were first published in 1939 and 
now are available on an annual basis back to 1929.̂ ^ In recent years, 

"The first systematic unofficial estimates of income by States were prepared by the 
National Bureau of Economic Research'ln the early 1920's. (Cf. O. W. Knauth, Distribu­
tion of Income by States in 1919, and M. Leven, Income in the Various States: Its Sources 
and Distribution, 1919, 1920, and 1921. 
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annual estimates have been regularly published in the August issue-of 
the Survey of Current Business. These estimates have found wide­
spread use. Business firms employ them for market analysis, and 
State government agencies utilize them in estimating tax revenues and 
in formulating tax and expenditure policies. Within the Federal 
Government, they have iDeen used as a basis for allocating Federal 
grants-in-aid and more generally for research underlying administra­
tive decisions and policy recommendations touching on regional prob­
lems. Finally, research workers both within and outside government 
have used them in analyzing a variety of regional problems, and in 
studying the spatial characteristics of the economic growth of the 
Nation. 

The revision just completed and published by the National Income 
Division constitutes a major advance over the previously. available 
estimates and should be of very great value to all users of State in­
come data. The old income-payments concept has been replaced by the 
personal-income concept now employed in the national accounts, and 
the estimates have been placed wholly on an income received rather 
than a mixed basis. Not only has there been conceptual improvement, 
but the figures themselves have been substantially strengthened by the 
incorporation of data from a number of new sources and by a thoroiigh 
reworking of all the component series back to 1929. The estimates for 
total personal income have been extended to 1927, thus providing a 
more solid point of departure for trend analysis than was possible 
when 1929 was the earliest year covered by the series. Of very great 
usefulness is the expansion of industry detail oh the source of wage 
and salary incomes in each State. The new series also covers more 
types of income in kind. In addition, for selected years, estimates 
of disposable income in each State have been published for the first 
time. Finally, recent studies of interstate differences in price trends 
have been used to determine the extent to which the trends shown by 
the current dollar estimates deviate from those shown by constant-
dollar figures. The latest revisions, therefore, represent a very sub­
stantial addition to our knowledge of the distribution of income among 
the States and will provide a fruitful source of information for a wide 
range of studies on regional and State incomes. 

Since the latest revisions incorporate most of the statistical refine­
ments that are possible on the basis of data currently available, the 
committee's recommendations are largely of a longer run nature. Of 
primary importance is.the collection and tabulation of new data needed 
further to strengthen the components of the personal income estimates. 
The committee recognizes that demand for substantially more data in 
this area is great and that eventually a more effective response to it 
must be made. At the moment, however, it is more important to 
devote most of the scarce resources available to Federal statistical 
agencies to the improvement of the national estimates. However, the 
committee believes that a continuing search should be made in State 
government departments, universities, and other research agencies 
at the local level for both new data sources and analytical innovations 
capable of serving eventually to extend more of the national-accounts 
estimates to a regional and State basis. 
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~ ~ 2 . STRENGTHENING THE PRESENT STATE INCOME ESTIMATES 

Notwithstanding the substantial improvements introduced in con­
nection with the recent revisions of the State income estimates,, there 
remain some important weaknesses—^particularly in the estimates of 
nonwage incomes—^which could be remedied if additional data were 
obtained. 
[a) Wages and salaries 

Although the wage and salary estimates are for the most part firmly 
based, here and there the underlying information is sparse. Perhaps 
the most important gap is the lack of information to adjust the wage 
and salary data from a where-paid to a where-received basis. The 
tabulations of Federal individual income-tax returns published m 
Statistics of Income are based on the addresses shown by the tax­
payer, but they cannot be used as a basis for allocating wages and 
salaries by state of residence because they do not cover the earnin'gs 
of low-income employees who are not required to file returns; more­
over, they do not provide any breakdowns by class of worker or by 
industry. The residence adjustments are based, therefore, on data 
of a piecemeal variety which permit the conversion of the estimates to 
a where-received basis for only 14 States and the District of Cdlumbia. 
To remedy this weakness, consideration should be given to the addition 
of a question in the decennial censuses to determine whether the wage 
or salary worker is employed in the same State in which he resides. 
Tabulations based on the replies to this question would be useful not 
only for the preparation of State income estimates, but also for 
analyses that are now being conducted in a number of cities on the 
problems of metropolitan areas. 

The most recent old-age and survivors' insurance figures on the 
payrolls of small firms by States relate to the first quarter of 1951. 
Until recently, these figures were .used to correct the excellent State 
data derived from the imemployment insurance records for firms em­
ploying fewer than eight persons. Beginning in 1956, however, the 
coverage of unemployment insurance was extended to firms employing 
four or more persons, so that the 1951 old-age and survivors' insurance 
data caimotbe used to make the necessary corrections. The committee 
recommencfid: that a new tabulation of the old-age and survivors' 
insurance data by States be made for a more recent year and that 
similar tabulations be prepared periodically, say, once every 3 years, 
in order to keep the corrections up to date. 

Aside from these two major improvements, the committee rec­
ommends a number of steps to improve some of the industry detail 
in the wage and salary estimates by States: 

(1) The Office of'Education should expand its questionnaire on 
employment and payrolls of private educational institutions. Since 
this is an area in which it has expert knowledge, it would be desirable 
that the Office of Education act not only as a collection agency but 
also prepare the estimates that are incorporated in the official State 
income series. 

(2) Considerable work needs to be done to improve the reliability 
of the State allocations of military payrolls and other disbursements. 
Consideration should be given by the military services to the sampling 
of both individual and payroll records and of the records of depend-
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ency allotments in order to provide the necessary information. At a 
minimum, an effort should be made by the military services to break 
down their payroll data as between persons in continental United 
States and those employed overseas. 

(3) Improved estimates of the State distribution of wages and 
salaries paid by the railroad industry could be made if the Eailroad 
Eetirement Board were to require the reporting of payrolls by State 
of residence. If this information were available on the records sub­
mitted to the Board, it would be relatively easy to tabulate the wages 
and salaries paid by the small number of class I railroads in a manner 
that would be usable directly for the State income estimates. 

(4) The sample of the census surveys of State and local government 
employment and payrolls should be enlarged and consideration should 
be given to taking them once every 3 or 6 months, instead of only once 
a year. (For a discussion of this and other reijommendations for 
improving the data for State and local governments, see ch. XI, 
sec. e.) 

(5) The State tabulations of income data collected in the decennial 
censuses should be cross classified by type of income (wages and sal­
aries, self-employment income, and other income), by class of worker 
(public or private employees, or self-employed) and by industry. 
(b) Nonwage incomes 

The primary source on the distribution of property and nonfarm 
proprietors' incomes by States are the tabulations of Federal indi­
vidual income-tax returns. However, in recent years, these tabula­
tions have contained distributions only of wages and salaries, divi­
dends, and interest by States. For other items the latest distributions 
available are 15 years old. I t is likely that the present sample can 
provide sufficiently reliable State totals for rents and royalties and 
nonfarm entrepreneurial incomes. In any case, the information 
should be tabulated for the benefit of the National Income Division, 
and oiily the figures that have a sufficiently small sampling error should 
be released to the public. In preparing such tabulations, the Internal 
Eevenue Service should separate farm from nonfarm entrepreneurial 
incomes, since the combined totals are of practically no value either 
for estimating purposes or for analyses of State income differentials. 

With respect to farm income, the major problem is that there is now 
very little basis for estimating the production expenses that must be 
deducted from gross farm incomes to arrive at the net figures by States. 
I t may not be necessary to obtain such data every year for each State. 
However the Department of Agriculture should devise sample sur­
veys to provide the necessary information at least at less frequent 
intervals. 

In the case of nonfarm business incomes, the information on self-
employment incomes reported to the Social Security Administration 
could be utilized more effectively if benchmark tabulations comparing 
total self-employment income with taxable self-employment income 
were prepared. Such tabulations, combined with the type of income 
breakdown of the State data in the decennial census recommended 
above, would ultimately permit the estimation of nonfarm business 
incomes in the various States by industry. 
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(c) Price data 
A recent study by members of the staff of the Bureau of Labor 

Statistics shows that price trends in the various States have been 
fairly similar over the past several decades.̂ ^ This suggests that the 
relative trends among States shown by the current-dollar estiiriates of 
personal income are a reasonable approximation to those in constant 
dollars. As a check of the constancy of this relation, the committee 
recommends the extension of these price estimates by the Bureau of 
Labor Statistics on an occasional basis. 
{d) Disposable income 

As noted above. Personal Income by States Since 1929 presents for 
the first.time official estimates of disposable income in each State for 
selected years: 1929, 1940, 1946, 1950, and 1953. On the whole, these 
estimates do not result in any significant alteration of the relative 
income position of the various States that is derived from the esti­
mates of personal income before tax. The committee recommends 
that these estimates should also be continued on an occasional basis, 
so that a continuing check on the relationship between State personal 
and disposable incomes can be maintained. 

3 . FURTHER EXTENSION OF DATA IN" T H E NATIONAL ACCOUNTS BT STATES 
OR OTHER AREAS 

A number of possible extensions of the State estimates have been 
suggested to the committee. At the extreme, it has been recommended 
that the long-run objective should be to prepare for each region or 
State a set of social accounts paralleling those for the national 
economy, including an income and product account, a balance of pay­
ments, an input-output matrix, a flow-of-fimds statement, and a 
balance sheet. As we have already indicated, such an approach would 
be unwise simply because the preparation of estimates for 48 States— 
or even for half a dozen to a dozen regions—^would be prohibitively 
expensive^ Even though the additions to our knowledge of the causes 
of interregional and interstate, differentials might be considerable, it 
is the committee's view that, at least for the foreseeable future, the 
emphasis by the Federal statistical agencies should be mainly to ex­
pand and improve the accounts for the Nation as a whole. 

We would like, however, to encourage further work on regional and 
State economic problems by State agencies or private research organ­
izations. It is our belief that most progress wiU be made in this direc­
tion if the States themselves undertake to develop more comprehen­
sive accounts, with the cooperation of the universities, private founda­
tions, and the regional Federal Eeserve banks. We urge the Federal 
statistical agencies to cooperate in such undertakings, as they have 
done in the past. For example, the Census Bureau has on occasion 
conducted sample income-distribution surveys for particular States on 
a contract basis. . 

In the committee's view, this is by far the best procedure. Not 
only would the direct preparation of more detailed State data be 
beyond the resources oi a Federal agency like the National Income 
Division, but in many respects it would be less efficient. The local unit 

^ Abner Hurwitz and Clarence B. Stallings, Interregional Differentials in Per Capita 
Real Income Change, Studies in Income and Wealth, vol. 21, pp. 195-264. 
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may be able to utilize sources of information that wouldlie overlooked 
if the operation were centralized in Washingtoh'^nd would be able 
to enlist the talents of persons who are familiar with local conditions 
and who can provide expert assistance in the .planning of the type of 
study needed for the particular ewamlLLuwj ^and in the collection of 
the. necessary information. The recent studies of the Chicago Federal 

.Reserve Bank in Milwaukee and Indianapolis are valuable attempts 
to develop a system of income and product accounts for metropolitan 
areas. Experiments have also been made with the use of local input-
output tables as a means for community surveys by a research group 
of the National Planning Association. 

The following are among the areas that might be explored in this 
way by local groups. In submitting this list, the committee wishes to 
emphasize that the items are illustrative only. There are imdoubt-
edly others that are worthy of exploration and these should also be 
examined when the need arises. _ 

(a) Income estim/ites for areas smaller than the State^ 
Estimates of income for areas smaller than the State, for example 

for counties or metropolitan areas, are of use to governmental units in 
the study of local problems and to business firms in market analysis. 
In recent years a number of studies of this nature have appeared, 
particularly estimates of county income in a number of Southern 
States. The approach followed in developing these estimates is illus­
trative of that favored by thexommittee—preparation of the estimates 
by a local organization with assistance by the statistical agencies of the 
Federal Government on methods and data. This arrangement seems 
most conducive to the future development of estimates of this type. 

{b) Income originating 
The present State income estimates relate to the income received by 

the residents of a State. For some purposes—for example, in prob­
lems of taxable capacity or regional comparisons of productivity—^it 
would be helpful to have estimates of income originating in the 
State, that is, the income paid out by establishments operating within 
the boundaries of the State, regardless of whether the income recip­
ients live within or without the,State. 

The chief obstacle to securing figures on this basis is the difficulty 
of distributing property income by State of origin. For example, a 
firm having establishments operating in a number of States may re­
port its profits only on the combined operations of all establishments 
under its Ownership. The same problem is encountered in estimating 
the distribution of income originating by industry, since a particular 
firm may own establishments operating in several industries. Else­
where we have recommended that the problems of estimating profits 
by industry of origin be explored. I t would be desirable to explore 
at the same time the possibility of extending the allocation to States as 
well as to industry of origin. For such exploratory work, the method 
need not be highly refined. What is needed is a rough indication of 
the extent to which income originating in each State differs from the 
present estimate of income received, so that the problem may be as­
sessed properly and rough alldwances made, if necessary, for the 
disparity between the two income estimates. 
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(c) Interstate price differentials 
Although a fairly comprehensive investigation has recently been 

made of interstate differences in price trends, there is still no informa­
tion on the differences in price levels among the various States. Siich 
a study is needed to determine the extent to which interstate differ­
ences in money income reflect real income differences, a consideration 
of importance in using the estimates for allo(5ating grants-in-aid. 
Needless to say, a study of this type would require close cooperation 
with the Bureau of Labor Statistics and the Department of 
Agriculture. 

(d) Gross regional product 
I t is clear that the development of an estimate for each State of gross 

product and its components would add an important body of data on 
the economic structure and development of various areas of the United 
States. Such estimates would provide a variety of useful informa-
tion-yfor example, they would provide comparisons of regional ex­
penditure patterns, distributions of important categories of goods 
produced by geographic area, and estimates of.personal savings in 
the various States, and would permit an analysis of the geographic 
impact of changes in demand for particular categories of goods. Al­
though the difficulties of deriving gross product estimates by geo­
graphic areas are very great, consideration should be given to the 
possibility of preparing such estimates. Exploratory studies on sev­
eral components of the gross national product (for example, producers' 
durable goods and houses) might be undertaken first and the list could 
be enlarged after some experience with the practical problems is ob­
tained. Such studies would provide interesting insights irrespective 
of whether the derivation of the entire gross product proved feasible. 
I t would also provide a firmer basis than now exists for assessing the 
difficulties and estimating the costs of preparing the complete range 
of gross product estimates for each State. 

(e) Other national accounts 
Further work might also be done to extend the input-output tables, 

the balance of payment statements, the flow-of-funds accounts, and 
the balance sheet in directions that would improve their adaptation 
to regional analysis. Although work of this type has progressed 
much less than that on the income and product accounts, some esti­
mates—generally preliminary and exploratory in nature—^have been 
prepared at several of the Federal Eeserve banks. Eegional input-
output tables are perhaps of greatest potential usefulness, since they 
would help to improve and check the existing income and product 
data and would provide a basis for estimating gross and net flows 
of goods among regions. However, considerable refinement of all 
three of these relatively new and still evolving techniques of summar­
izing national economic activity will be required before they can be 
applied to regional analysis. 

CHAPTER X—SIZE DISTRIBUTIONS OF INCOME 

Distributions of personal income by size classes broaden the picture 
of the economy that is obtained from other data in the national in­
come and product accounts. They are useful for many purposes—as a 
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description of how widely income is distributed among the Nation's 
family units; as an indication of the relative welfare of various 
groups in the community; as an aid in understanding Consumer deci-

. sions to spend and save; as a basis for the formulation of marketing 
programs and policies by business; as a guide for governmental poli­
cies to improve the earning capacity and living conditions of low-
income persons; and as a basis for measuring the relative tax bur­
dens of the various income classes. 

Like most statistics in national accounts, size distributions of in­
come are more meaningful when they are available periodically—if 
not annually—and when they are broken down for significant groups 
in the population. We know, for example, that in the United States 
income is now much more equally distributed than it was in the 1920's 
and much of the strength of our economy, in the postwar period has 
been attributed by some economists to this change in the distribution 
of income. Whether the distribution; of income is changing—and the 
direction and size of the change—-is inf.orniation which is necessary 
for the development of both publicf and private policies. For this 
reason, the committee believes that'si^e distributions of income should 
remain an integral part of the national,aceounts, and that the data 
underiying these distributions should be improved ini order to obtain 
more reliable estimates. 

The only available set of income distribution, estimates that is inte­
grated with total personal income as shown in the national accounts is 
prepared by the National Income; Division.^* The blownup sta­
tistics derived from sample field surveys of family income as well as 
those from individual income-tax returns fall considerably short of 
these income totals, partly because noninoney items of income are 
almost entirely excluded, but to a considerable'extent also because of 
understatement of;^the various money items. Moreover, the relative 
amount'of income understatement in the primary, data varies consid­
erably iiamong types of income and also from one year to another. 
By adjusting to the annual income totals for separate types of income, 
and by integrating the field survey data with the basic information 
from tax returns, the National Income Division provides a size dis­
tribution series that is more comparable over time than the survey or 
tax return data, and that can be interpreted in conjunction- with the 
income totals from the national income and product accounts. 

Although considerable progress has been made in- recent years in 
improving the statistical techniques for making estimates of income 
size distributions, these advances have not—and, indeed, cannot— 
overcome the gaps in our knowledge about the income of important 
groups in the popuation. To fill these gaps, it will be necessary to 
allocate more resources to obtain information to improve the correc­
tions for understatement of income embodied in the source material 
and to provide more adequate material for combining the various sets 
of basic data. 

1. INTEGRATION OF FTELD-SURVET AND TAX-RETURN DATA 

Field-survey and tax-return data cannot be directly integrated be­
cause of two major problems: First, the reporting unit is different in 
the two sets of data; and second, the income concept is not identical. 

" See Income Distribution in the United States by Size, 1944-50, 1953, and Income 
Distribution in the United States by Size, 1950-53, in Survey of Current Business, March 
1956. 
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The reporting unit in field surveys is the family or unattached indi­
vidual required for purposes of income size^distributions, and the 
family income that is used as a basis of classification by income size 
in these surveys covers a wider range of money income items than the 
tax return statistics. On the other hand, survey data generally suffer 
from substantial understatement of income due in large part to the 
faulty recollection by respondents of their incomes. Field surveys 
are particularly weak for the income ranges at both the lower and the 
upper ends of the income distribution. Tax return data are, of course, 
weakest at the lowest end of the income scale, because persons with 
incomes below the income tax filing requirements do not file returns 
unless they are eligible for refunds. 

In view of the deficiencies in the two sets of data, the cheapest 
method of obtaining distributions of money income by income classes 
would be to utilize the best information in each source. To do this 
correctly, it is necessary to have sufficient information to bridge the 
two sets of data. Such a bridge can be constructed by multiple cross-
classifications of family units in the field surveys by income-size classes, 
by numbers of earners in the family, and by the types of incomes 
received by each income recipient in the family. By matching a 
sample of the income recipients covered in the field surveys with the 
tax returns they file, it is possible to reclassify the tax retui?n tabula­
tions by size of family income. 

This is, in essence, the method now used by the National Income 
Division, but the latest data for establishing a bridge between field 
surveys and the corresponding tax return data are for the year 1949. 
Since the intervening years have produced numerous changes in the 
economy, it is essential that new and more current cross-classifications 
be obtained as soon as possible. The committee recommends that, in 
connection with its annual surveys of income, the Census Bureau 
should provide these cross-classifications periodically, say, once in 
every 3 or 5 years. We also recommend that a subsample of the census 
sample be matched with the corresponding tax returns for these years 
in order to complete the bridge between the two sets of data. 

Unlike the 1949 study, the new matching studies should concentrate 
more on the upper end of the income scale in order to obtain a larger 
number of matched income-tax returns in the top income sector than in 
1949 when the sample of matched cases was small in the top income 
ranges. Although consumer units in all income classes should be cov­
ered in the sample that is selected for matching, a larger than propor­
tionate number of upper-income census families and unattached indi­
viduals should be drawn. 

Another important data gap would be filled if tax returns filed by 
members of farm operator families—^the persons reporting farm in­
come and, separately distinguished, other persons in the family—^were 
separately tabulated by income classes as part of the matching study. 
The National Income Division now attempts to remove the tax returns 
filed by all these persons before combining the returns into family 
units, because income size distributions are developed from other data 
sources in the case of farm operator families. The Internal Eevenue 
Service has provided a special tabulation for persons reporting farm 
proprietors' income by income classes, but the necessary data for other 
members of the farm family can be obtained only by a matching study 
of the type proposed here. 
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2. CORRECTIOlSr FOR UNDERSTATEMENT OF INCOME 

The available evidence suggests that, even after reports of field sur­
veys and tax returns are matched and appropriatdy combined, the 
resulting distributions fall substantially short of accounting for total 
personal income received; The missing income consists to a large 
extent of entrepreneurial and property incomes. Since these income 
items are not distributed proportionately by income classes, some fac­
tual basis is needed for allocating the missing incomes by incoine levels. 

One of the sources of data used for making these allocations has 
been the audit control studies conducted by the Internal Eevenue 
Service for returns filed in 1948 and 1949. In these studies, a scien­
tific sample of individual income-tax returns was drawn and each 
return was subject to a full field audit by trained internal revenue 
agents. Although the studies. were used primarily for evaluating 
administrative techniques of tax enforcement, they also yielded in­
formation on underreporting of incomes by taxpayers. As of this 
time, all of the information on income errors for the 1949 survey has 
not yet been tabulated. Moreover, a similar study was made for the 
year 1950, but no income information has been tabulated as yet in a 
form that would be useful for correcting income size distributions 
for understatement of incomes. 

The committee urges that the information from the 1949 and 1950 
audit control studies be tabulated by the Internal Eevenue Service 
as soon as possible to provide estimates of the amoimts of each type 
of income disclosable by audit, by the income classes used in Statistics 
of Income. These tabulations should be made available to the pub­
lic—except to the extent that they involve confidential information— 
in order that non-Government research students be given the oppor­
tunity to use'them in analytical studies of income size distributions. 

Taoulation of the 1949 and 1950 audit control studies will not 
satisfy the needs for the future, since the understatement of incomes 
on tax returns among income classes and types of income may not 
remain the same for a long period of time. Accordingly, it would be 
desirable to have such surveys at least once in every 5 years as a basis 
for allocating the missing income. The committee recognizes that 
these surveys are expensive. Nonetheless, we believe that the pur­
pose for which they would be used is important enough to warrant 
the expenditure of the necessary funds, particularly since they would 
provide extremely useful data for administrative purposes as well. 
With individual income-tax receipts at a level of about $35 billion, 
the expenditure of funds for locating returns with tax errors and for 
evaluating the efficiency of auditing techniques cannot be regarded 
as a luxury. We also suggest that the Internal Eevenue Service should 
design the tabulations in consultation with the National Income Di­
vision in order to avoid the loss of key information needed for sta­
tistical purposes by inadvertence and also to avoid tabulation of un­
necessary information. 

3. SPECIAL STUDY FOR TOP INCOME TAX RETURNS 

Because the National Income Division's family income distribution 
series is determined to a large extent by the pattern of income changes 
over time shown by Federal individual income tax returns, the revised 
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income size distributions will reflect the decrease that occurred in the 
number of Federal individual income tax returns reporting high 
incomes between 1950 and 1953. In view of the general increase in 
incomes and in particular the almost certain increase in upper bracket 
salaries in this period, the decrease is puzzling and merits close investi­
gation. One thing the Internal Eevenue Service can do immediately 
to shed light on this question is to prepare for the years 1950-53 size 
distributions of tax returns, by source, on the basis of the income as 
reported less net capital gains. Such distributions should also be pre­
pared for subsequent years, since the National Income Division must 
m any case adjust the data, for capital gains. In addition, the com­
mittee recommends that a sample of top income tax returns in 1950 or 
1951 be selected, and the returns for the same individuals located, 
insofar as possible, for succeeding years through, say, 1956. Detailed 
tabulations of all the income and deduction items, including the details 
of the capital gains, and related schedules reported on their tax 
returns by this sample in successive years might throw light on some 
of the reasons for the decrease in the number of returns in high-income 
brackets and would, in addition, make an important contribution to 
our understanding of the financial situation and activities of families 
at the top of the income pyramid. 

4. SOURCE PATTERNS OF INCOME FROM THE FIELD SURVEYS OF 
FAMILY INCOME 

To appraise and adjust the income distributions from the sample 
surveys in the light of available information on totals for the various 
types of income, tabulations in terms of source patterns of income are 
needed. These tabulations should show, for families and unattached 
individuals in each income class^ the aggregate amount of each major 
type of income reported in the blowh-up sample survey, and the num­
ber of consumer units reporting that type of income. Since relative 
understatement of income in the surveys differs for the various types 
of income, and since the relative importance of the various types of 
income differs among income brackets, source patterns provide a basis 
for adjusting the survey results in the light of the independently 
determined totals for the various types of income. 

Source patterns should be tabulated separately for farm operator 
families, nonfarm families, and unattached individuals partly be­
cause the three groups differ greatly with respect to the types of in­
come comprising their total income. If the sample permits, the non-
farm group should be subdivided by major occupation of the family 
head in order to make possible the derivation of adjusted distributions 
for important subgroups of the population. 

5. IMPROVED DATA FOR FARM FAMILIES 

Liinitations in the income size distributions for farm families (i. e., 
families operating farms as defined in the census of agriculture) reflect 
the fact that total net farm income is substantially understated in 
practically all sample surveys of farm family income, and even more so 
in income tax returns. Thus we cannot be certain that the basic shape 
of the family income distribution for farm families, as measured for 
example by the Lorenz curve, is even approximated by the primary 
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data. Nor can these data be used to measure changes in the farm income 
distribution over time because the results have been obtained from 
successive surveys which differ substantially from one another. 

The committee recommends that a major effort be devoted by the 
Department of Agriculture to experimentation with alternative 
methods of enumeration until improved results are obtained, i. e., until 
the estimates from one year to the next are consistent and conform 
reasonably well with the annual net farm income totals. These surveys 
should be designed to cover nonmoney income from farming, as well 
as the usual money income, to fill an important data gap that accounts 
for a significant fraction of farm family income. 

6. DATA ON LOW INCOMES 

One of the important uses of income size distributions is to identify 
the population at substandard levels of living and the causes of low-
income status. A considerable amount of information is already 
available, on the characteristics of low-income groups,^' but our 
knowledge falls considerably short of what is needed for policy 
purposes. 

In fact, we are not absolutely certain at the present time about the 
exact number and proportion of the Nation's family units in the lowest 
end of the income distribution. Estimates based on the two currently 
available field surveys of income, by the Census Bureau and by the 
Federal Eeserve System (in cooperation with the Survey Eesearch 
Center of the University of Michigan), vary widely. Part of the 
difference may.be accounted for by differences in the coverage of the 
two surveys.^" But even after adjustments for these differences are 
made, the variations in numbers of family units below the $2,000 
income level are still relatively large. The committee suggests that 
a major effort be made by the agencies conducting the surveys to 
determine the reasons for the differences in their figures. 

Apart from the question of nuriibers, there is need for obtaining 
considerably more information about the low-income groups in order 
to identify them properly. Low incomes may result from lack of 
education, age, unemployment, illness, widowhood, broken families, 
discrimination, and other causes. The relative importance of some 
of these problems is known approximately, but a complete catalog of 
all of the causes is not available. For the immediate future, identifi­
cation of the socio-economic characteristics of low-income units is 
probably one of our most important problems of data collection. 

The committee recommends, therefore, that particular emphasis be 
placsed by field surveys in the near future on low-income units. This 
will require more adequate samples for the low-income classes in order 
to provide statistically reliable estimates of the numbers of families 
and unattached individuals in the various socioeconomic groups men­
tioned above. Special efforts should also be devoted to improving the 
data for low-income families by means of special probing questions or 
other devices. Eequiring special attention is the extent to which the 

* See Characteristics of the Low-Income Population and Related Federal Programs, 
selected materials assembled by the staff of the Subcommittee on Low-Income Families of 
the Joint Committee on the Economic Report, 84th Cong., 1st sess. (1955). Additional 
information may be expected from the work of the New York State Interdepartmental 
Committee on Low Incomes. 

»Ibid., pp. 40-43. 
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number of low-income units, particularly unattached individuals, may 
be overstated in. the surveys because the units are enumerated and 
their family status determined in 1 year whereas the income informa­
tion obtained pertains to the preceding year in which they may have 
had entirely different living arrangements, e. g., lived as members of 
another family imit on whom they were dependent for support. 
Finally, an effort should be made to obtain income histories cov­
ering a period of several years to determine the persistence of low 
incomes among families over a period of time. The census of 1960 
will provide many data on the characteristics of low-income groups. 
We attach special importance to the satisfactory tabulation of these 
data since much meaningful information could thus be provided at low 
cost. 

7. EXPENDITURES AND SAVING BY INCOME CLASSES 

No agency of the Government is now collecting, or planning to col­
lect, information on the expenditure patterns of the various income 
classes for the country as a whole.^^ The last countrywide urban 
study of this kind was made by the Bureau of Labor Statistics for the 
year 1950, and even these data were not completely tabulated until 
recently—^with" funds provided by a* private foundation to the Univer­
sity of Pennsylvania. A similar farm survey has just been completed 
by the Department of Agriculture. , 

The committee believes that surveys of expenditures and saving 
by income classes should be a regular part of the statistical programs 
of the Federal Government. Plans should eventually be made to make 
such surveys once every 5 years in sufficient detail tb provide esti­
mates of the outlays by consumers for the major categories of ex­
penditures (e. g., food, clothing, shelter, consumer durables, etc.). 
However, before such surveys are made on a regular basis, consid­
erably more experimentation will be needed to refine techniques of 
data collection in order to reduce nonreporting or underreporting by 
respondents. 

We also call attention to the report of the consultant committee ap­
pointed by the Federal Eeserve Board on Consumer Survey Statistics, 
which made specific recommendations for the improvement of the 
survey of consumer finances conducted by the Michigan Survey Ee­
search Center of the University of Michigan .for the Federal Eeserve 
Board.^* The survey of consumer finances provide material for ap­
praising the economic situation of households and for understanding 
and predicting consumers' behavior. We believe that immediate ac­
tion should be taken to implement the recommendations of the con­
sultant committee. 

8. INCOME HISTORIES 

The income of a family unit in one particular year is the result of 
both permanent and transitory factors. Lengthening of the period 

" In its budget for the fiscal year 1958, the Bureau of Labor Statistics requested funds 
for conducting such surveys in 4 to 6 of the 46 cities in which prices are collgtted for the 
Consumer Price Index. At the time this budget was prepared the Bureau Indicated its 
intention to request such funds annually to make surveys in a different group of cities each 
year. Pinal congressional action has not been taken on the 1958 request. 

•̂8 Reports of Federal Reserve Consultant Committees on Economic Statistics, hearings 
before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report, 84th Cong., 1st sess. (1955), pp. 249-394. 
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covered will yield size distributions of income that are more repre­
sentative of income status than annual data. We have already called 
attention to the need for such information in connection with the 
analysis of the incidence of low incomes. Information of consider-

- able value could also be obtained for higher income groups by concen­
trating on income histories of" family units for more than 1 year. 

To obtain this information, it is necessary to collect income data 
for the same family imits over a period of years. Field surveys cannot 
easily be used for this purpose because it is difficult to obtain reliable 
responses from respondents for the distant past. Accordingly, reli­
ance would have to be placed primarily on a sample of identical tax 
returns filed with the Internal Eevenue Service for the necessary 
information. The committee recommends that the methology and 
problems that will arise in connection with such a study be studied in 
a pilot project based oh a small sample of tax returns, with the view 
to establishing a permanent method of collecting information on the 
income histories of identical taxpayers. Since tax returns will not 
cover the low-income groups adequately, consideration should also be 
given to the possibility of using more refined methods o'f interviewing 
through field surveys of low-income units to round out the picture 
of income histories that would be obtained from tax returns. 

9. CHANGES I N T H E METHODS OF INCOME DISBURSEMENT 

As the economy has gi-own and the tax system has changed, methods 
of compensation and of withdrawing income from corporations have 
been greatly altered. The reliance on pensions, deferred compensation 
and stock options in lieu of cash wages and salaries, the conversion of 
ordinary incomes into capital gains, the growth in importance of 
business expense accounts that cover items of personal consumption, 
and the use of personal trusts to split incomes among members of the 
family is likely to have had an important impact on the relative size 
distribution of income. Since the National Income Division relies 
heavily on the bookkeeping records of business firms and on the tax 
returns of individuals to estimate the size and distribution of per­
sonal income, their estimates do not take into account many of these 
changes in income, disbursements that have occurred in recent years. 

Unfortunately, it is difficult to prescribe procedures for remedying 
this situation, since the required information is not readily available 
in official sources. I t is important, nonetheless, that the develop­
ments described above should be carefully examined by competent re­
search workers. The committee suggests that private research organ­
izations and universities would be the most appropriate agencies for 
conducting such analysis. In order to make these studies possible, 
the collecting agencies of the Federal Government, particularly the 
Internal Eevenue Service, should provide research workers maxi­
mum feasible access to official records. I t will be necessary also to 
have the cooperation of business firms and financial institutions to 
supplement the data from Federal Government records. 

The committee also urges the Conference on Eesearch in Income 
and Wealth to encourage research in this area and to make available 
its facilities for an interchange of views by those interested in par­
ticipating in such research. We also urge the conference to devote at 
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least one session at one of its annual meetings to a discussion of these 
difficult and complex but important matters. 

10. REGIONAL, STA'l'E, AND COUNTY DISTRIBUTIONS 

Eequests are frequently made by Government officials, research 
workers, and businesses for breakdowns of the national income size 
distributions by region, for particular States, and even for counties. 
The collection and tabulation of data to such detail requires samples 
of a size that would be prohibitively expensive and it is doubtful 
whether the Federal Government should devote its resources, except 
for the decennial censuses, to the collection of these data. There is 
no reason, however, why the State governments cannot undertake to 
make such sample surveys either directly or through competent 
sampling organizations. The Census Bureau his cooperated oh a 
number of occasions with State governments on a contract basis. This 
year, for example, it is conducting special income field surveys for 
New York State and the District of Columbia. The committee hopes 
that the Bureau will be able to continue to satisfy in the same co­
operative spirit similar requests in the future. 

11 . ELANS FOR THE i960 CENSUS 

I t seems likely that, as in the preceding censuses, income informa­
tion relating to the income year 1959 will be collected in the 1960 
census for alarge sample of the population. 

The committee has oeen informed that in all probability a house­
hold schedule will be used rather than the line schedule which was 
employed in the 1950 census. This change will have an important 
bearing on the usefulness of the income data, since it will be feasible 
to collect information separately for each family member rather than 
for the family head and for all other family members as a group. The 
committee strongly recommends that this change be made. 

The committee also believes that the next decennial census should 
be made the occasion for a concerted effort on the part of other Fed­
eral agencies to fill many of the statistical gaps in our knowledge about 
income size distributions. Plans should now be made for: (1) match­
ing studies between census data and tax returns; (2) tabulation by the 
census of cross-classifications for combining census and tax return 
data; (3) an audit control survey by the Internal Eevenue Service 
to obtain estimates of underreporting on tax returns; (4) more de­
tailed census questions to obtain better data on the characteristics of 
the low-income groups; and (5) a supplementary survey designed to 
obtain estimates of expenditure and saving patterns by income groups 
and by other significant characteristics of consumers. We would 
hope that future decennial censuses will continue the collection of such 
data. With appropriate supplementation by smaller and less ambi­
tious sample surveys in intercensal years, the Nation would then have 
a continuous body of data on income size distributions which would 
shed adequate light on numerous important economic and social 
questions. /?_.--' 

12. PUBLICATIONS OF ESTIMATES ^ At /%C fkJL^^ f u ^ 

The National Income Division generally prepares preliminary size 
distribution estimates for the Nation as a whole within 6 or 8 months 
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after the end of the year. For example, distributions for calendar 
year 1955 were published in the June 1956 issue of the Survey of 
Current Business. At this early date, data from the Survey of Con­
sumer Finances are generally available, but the tabulations based on 
the Census Bureau surveys are not yet complete, and no data are avail­
able from tax returns. Accordingly, the estimates for the top income 
brackets are little more than extrapolations from the last year for 
which all of the source material is available, with heavy reliance on 
the assumption that the shape of the income distribution reflected in 
the Lorenz curves for the major sectors (e. g., farm families, non-
farm families, wage-earning families) has remained unchanged. 

Although it is true that Lorenz curves change very little from year 
to year, wide variations in the distribution of income by size classes 
may occur even if the changes in the Lorenz curves are small. In view 
of the facts that the estimates can be misinterpreted by those who are 
familiar with the approximate techniques that must be used in pre­
paring current estimates, the committee questions the desirability of 
publishing size distributions of income before survey and tax-return 
data are available, We recognize that, for some purposes, rough esti­
mates based on constant Lorenz curves are sufficient. Such extrapola­
tions as are now made should be done informally and quickly— îf at 
all—and the results distributed to persons or organizations in mimeo-

f raphed form with a warning about the character of the estimates, 
t would be better to avoid giving widespread circulation to such 

estimates in order to prevent the inevitable misinterpretations that 
now occur. 

1 3 . INCOME CONCEPT USED I N SIZE DISTRIBUTIONS 

At the present time, the income size distributions prepared by the 
National Income Division are based to a large extent on the personal 
income concept used in the national income accounts. "Family per­
sonal income"—the concept used— îs equal to personal income less the 
income of members of the Armed Forces living on military posts, the 
income of the population in institutions, and tiie income of nonprofit 
organizations. The decision to use the personal income concept as a 
basis for the income size distribution estimates was made in order to 
provide a close tie-in with the aggregate personal income data that 
are now widely used. 

The committee recognizes that the use of different income concepts 
makes for confusion. However, we believe that, in this particular 
case, there is little virtue in enforcing consistency, particularly when 
some departures have already been made with respect to the income 
recipient units included in the size distribution totals. I t is doubtful 
whether, for most uses to which the data are put, the concept used at 
the present time is applicable. Moreover, use of the present definition 
of family personal income requires the allocation of imputed interest 
derived by individuals from commercial banking and the property in­
come earned by life-insurance companies to the various size classes 
which can be done only on a rather arbitrary basis. 

To make the data more meaningful to most users^ the committee 
recommends that the basic concept of income for size distribution 
purposes should be the sum of: (1) cash incomes earned in production, 
(2) transfer payments, (3) wages paid in kind, (4) the net rental 
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value of owner-occupied farm and nonfarm dwelling, and (5) the net 
value of food and fuel produced and consumed by farm_ proprietors. 
This concept would avoid the distortions in the size distributions .that 
would arise if all imputed items were neglected. At the same time, 
it would limit the imputations to those items that are clearly neces­
sary to put the incomes of farm and nonfarm groups and of home 
owners and renters on a comparable basis. 

I t would be desirable also to provide size distributions on the basis 
of three additional concepts that have important practical and analyti­
cal usefulness. The.first is a distribution based entirely on a cash 
income concept; the second a distribution based on the revised family 
personal income concept as defined above plus realized net capital 
gains and losses; the third a distribution based: on the national income 
concept. The cash income concept is wanted by those who use the 
data for marketing purposes. The concept inclusive, of capital gains 
is particularly important to evaluate the effect of profits realized as 
a result of changes in the value of individual asset holdings during 
inflation or depression. As indicated in chapter V, when data be­
come available, both realized and unrealized capital gains should be 
introduced into the system of national accounts. I t would be de­
sirable to add at the same time unrealized capital gains to the second 
of the supplementary size distribution concepts suggested here. The 
national income concept would show the effect on the size distribution 
of income of all the imputed items that accrue to the benefit of in­
dividuals and of undistributed corporate profits. 

14. CONSTANT-DOLLAR ESTIMATES 

For some purposes, estimates of income size distributions using in­
comes in constant dollars are useful because they eliminate the effects 
of price changes. The committee recognizes that adequate deflators 
for the different types of families in the economy and for the dif­
ferent income levels are not available. Nonetheless, even approximate 
estimates based on constant dollar figures would be helpful. We sug­
gest, therefore, that rough constant-dollar estimates be prepared when 
the official estimates in current dollars are released. Initially, the de­
flation of incomes for price changes might be made on the basis of the 
Consumer Price Index for urban and rural nonfarm families and the 
index of prices paid by farmers for farm families. However, later 
separate deflators might be developed at least for farm, rural nonfarm, 
and urban families and, if possible, for unattached individuals and 
high-income families. 

CHAPTER X I . STATISTICAL ADEQUACY OF NATIONAL INCOME AND 
PRODUCT ESTIMATES 

1. GENERAL CONSIDERATIONS 

To the extent that national income and product data are utilized for 
public policy formulation, private decision making, and economic 
analysis, users of the data have a decided interest in their reliability. 
This concern is shared by the compilers of the figures—the staff of the 
National Income Division and other Federal statistical agencies—who 
exhibit a genuine professional desire to produce the best possible data. 
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and steadly to improve the adequacy and quality of their estimates. 
We have already indicated that, from the standpoint of accuracy both 
with respect to aggregates and much of the detail shown, the data in 
the national income and product accounts probably surpass those of 
any other country in the world. Deficiencies that do exist are the 
result primarily of the inadequacy of the basic data, so that major 
impirovements in reliability.will be possible only if the primary data 
sources are improved. 

{a) Measurement of error 
In the preparation of the national income and product accounts, use 

is made of a large volume of statistiacl materials collected by govern­
mental and private agencies for other purposes—information that 
must be further processed to fill the gaps and to adjust for differences 
in definition. The final estimates are unavoidably affected by the de­
gree of accuracy of the original data, their adaptability to the national 
accotmtirig framework, the extent of the coverage as well as the char­
acter of tiie gaps in special-purpose statistics, the regularity with 
which figures usable for benchmark purposes or for current extrapo­
lations are collected, and the timelags between the dates of collection 
and publication of the original material. The veiy nature of the 
available data thus leaves, an imprint on the estimating procedures. 
No simple mathematical or mechanical procedure can be utilized— 
the procedure used must depend on the particular item being estimated. 
The problem is further complicated when subjective adjustments must 
be made to the original data, or when items that do not represent ac­
tual money transactions must be imputed. Eeliance must be placed, 
therefore, oh the use of judgment in the development of meaningful 
and consistent estimates suitable for incorporation in the national in­
come accounting structure and—above all—on the development of 
checks against independently derived alternative measurements. 

Although some measurements in economics may be presented with 
what may seem to be a great degree of mathematical precision, appear­
ances may be deceptive. One frequently encounters economic data 
that give the impression of considerable accuracy and exactness, merely 
because of the form of presentation. This is the case, for example—to 
the uninitiated at least—with the ordinary balance sheets and cost 
of production statements. Even if expressed to the last penny, it is 
likely that only the figures in such statements that reflect the handling 
or possession of money and some types of claims are accurate. Other 
types of data, such as those reflecting inventory valuation, amortiza­
tion, goodwill, patents, special contingency reserves, etc., can hardly 
be viewed in the same light. I t is difficult, if not impossible, to apply 
the conventional statistical concepts of accuracy to such data because 
the .figures are a byproduct of theories, conventions, and rationaliza­
tion of self-interest. Because valuation is a subjective process the 
typical accounting statement is a combination of a hard kernel of rela­
tively accurate figures, representing transactions to which the ordinary 
ideas of margins of error may apply, and numerous other figures that 
are fuzzy in character and definition because of the manner in which 
they are conceived. Yet, for all outward purposes, figures of both 
types may be indistinguishable in financial statements. 

Even when one is not faced with the problems inherent in accounting 
data, it is not always possible to determine the degree of relative _̂  
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accuracy with which measurement is carried out in the case of economic 
and social observations. Although the information sought is com­
paratively simple and the data are obtained though what purports 
to be a complete enumeration, errors creep into the final results— 
respondents may not provide correct answers due to misunderstanding 
of the questions asked, faulty recollection, inadequate records, desire 
to place themselves in a particular light or through sheer error, while 
the collectors of information may fumble by misrecording replies, or 
by omitting some units or persons who should have been covered. 

Some of these difficulties may be minimized through the use of 
"probability" sampling which helps to reduce the task to a more 
manageable size and permits the use of more highly trained personnel 
to collect the information. But even then, although it may not be too 
difficult to estimate the probable error of measurement due to sampling, 
it probably will not be possible to account for response errors, or those 
committed in the course of collection and compilation of the informa­
tion. As a practical matter, it is only in comparatively isolated in­
stances that the margins of error can be computed in the case of 
economic statistics. 

Thus, the use of estimating procedures in which judgment inevitably 
plays an important role, and of data collected by governmental and 
private agencies which are essentially byproducts of administrative 
routine, makes it virtually impossible to evaluate the relative accuracy 
of the various components of the national income and product ac­
counts in quantitative terms. Little could be gained by the assignment 
of quantitative expressions of reliability to individual components so 
long as such evaluations are not derived from rigorous statistical pro­
cedures; and these cannot be used in the case of the national income 
data because much of the original source material does not lend itself 
to this type of computation. 

Quantitative indicators of relative accuracy that are derived by 
judgment alone would also be misleading. Quantification of mere 
opinion, however well qualified, would inevitably give an erroneous 
impression of mathematical accuracy. Furthermore, the margin of 
error does not remain the. same at all times, particularly when esti­
mating procedures and available data change or when the benchmark 
data used become comparatively old due to the passage of time. 

For these reasons, the committee does not believe mat any useful 
purpose would be served by the publication of regular, quantitative 
estimates of error. The facts concerning the various sources of po­
tential error are stated with great candor in the National Income 
supplement and, since the error sources are so varied in nature and 
so subject to change over time, anything more specific than general 
warnings about inadequacies does not appear to be justified. 

_ If this reasoning is valid it also rules out a compromise suggestion, 
viz, to attach labels to the various published components of the na­
tional accounts indicating their relative reliability, one letter, e. g., 
identifying the components liability to the largest relative error. 
Such a classification, unless simply based on nonquantified judgment, 
presupposes the possibility of ranking the various components ac­
cording to reliability by some objective criterion. If such a criterion 
existed it could also be expressed in quantitative terms. 
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(b) Verification of estimates 
In practice, national income statisticians seek to improve the ac­

curacy of their work in several ways. Initial estimates are made for 
small segments of national accounts, in the hope that, when independ­
ently estimated individual estimates are aggregated into broader com­
ponents deemed suitable for publication, the errors in individual esti­
mates will tend to offset each other. Pragmatic experience does, of 
course, confirm the theoretical expectation that errors in unbiased 
data tend to cancel out in the course of aggregation. This is far from 
certain, however, in specific cases, nor will this be the case when bias is 
present in the original data. 
. The reasonableness of particular estimates may sometimes be as­
sessed by checking the conformity of the derived figures to some others 
in the light of some previously determined or determinable economic 
patterns. This type of check assumes that long-established patterns 
are substantially stable. I t may perhaps be helpful when the primary 
concern is with the development of data suitable for the interpreta­
tion of long-term' developments. However, when one is concerned 
with changes that take place over shorter spans of time, important 
deviations from long-term relationships are found more often than not. 

Another method of verification is to compare the figures in the 
national income and product accounts which are usually derived from 
aggregative statistics—^particularly figures relating to households— 
with blown-up sample data for the same items. However, the differ­
ences in concepts and the difficulties of obtaining adequate information 
from entrepreneurial and high-income families are still so great that 
this method of verification can be used for close comparisons only in 
exceptional cases, though it is often useful for checking orders of 
magnitude in items that are particularly difficult to measure satisfac­
torily by either method.̂ ^ 

The pest check now available to national-income statisticians.is the 
reconciliation of aggregates derived by the income method with the 
results obtained by the product method, i. e., essentially the compari­
son of gross national product with the sum of national income and 
indirect taxes. Unfortunately, not all the items represented on each 
side of the national account ledger are truly independent. The pub­
lished "statistical discrepancy" between the income and product side 
thus cannot be taken as fully indicative of the degree of aggregate 
error in either or both of the two sides of the national income and 
product accounts. Moreover, the apparent consistency, or lack of it, 
of the final aggregates arid the smallness of the "statistical discrep­
ancy" is not necessarily indicative of accuracy of the global figures, 
but may be merely accidental. 

There is a widespread impression that the National Income Division 
treats the statistical discrepancy as a simon-pure residual, letting it go 
where it will after entering the best possible estimates of the other 
items. Actually, the Division naturally has in mind the magnitude 
of the discrepancy and its change when making the multiplicity of 
estimates and adjustments that go into the preliminary data as they 
are being readied for publication. The corrections or adjustments 

™Por a more detailed discussion of the problems raised in such a comparison in the 
special case of saving estimates, see Reports of Federal Reserve Consultant Committees on 
Economic Statistics, hearings before the Subcommittee on Economic Statistics of the Joint 
Committee on the Economic Report, 84th Cong., 1st sess. (1955), pp. 73 ff. 
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then made are predominantly in the direction of minirnizing the sta­
tistical discrepancy. The statistical discrepancy thus is a reflection 
of the fact tliat the processes of compiling income and product statis­
tics are not, and cannot be perfect; but it is not necessarily a measure 
of the imperfection. Nonetheless, the comparatively small magnitude 
of the statistical discrepancy in the national income and product ac­
count for most of the last 30 years ^° may be regarded at least as partial 
evidence for the fundamental validity 01 the estimates. 

Some users of the national income and product statistics urge that 
their utilization in practical analysis would be greatly facilita,ted if 
the statistical discrepancy were allocated by the producers of the data 
and not shown as a separate item in the accounts. The committee was 
about evenly divided on this suggestion. Several members felt that 
the publication of the discrepancy serves the useful purpose of warn­
ing users tha t the data are subject to error. Others thought that it 
would be more convenient to have the discrepancy allocated and that 
the estimators themselves are better qualified for this allocation than 
outsiders. All members of the.committee recognized that the esti­
mating process becomes more complicated if the discrepancy is elimi­
nated—^not only because its allocation involves additional work, but 
primarily because making revisions, in individual series would entail 
numerous complementary revisions just to maintain consistency in 
the accounts. For this reason alone,.the committee believes that allo­
cation of the statistical discrepancy should be applied only to the 
annual estimates, if it is considered at all, and that no attempt at allo­
cation be made in the quarterly estimates. In addition, before publish­
ing allocations even for the annual data, the National Income Division 
should first experiment with various approaches in order to determine, 
in a pragmatic fashion, the extent to which this departure from present 
and past practice would enhance, or detract from, the usefulness of 
the data. 

(c) Revisions 
(1) Magnitude.—^A different gage of the relative accuracy of na­

tional accounting data is offered by the periodic revisions of the esti­
mates following the publication of additional underlying statistical 
information. Analysis of these revisions does permit some judgment 
in the light of new datia, of the nature of the previously made extrapo­
lations or estimates of levels. But an evaluation of the reliability of 
any one series cannot be based entirely on the number and extent of 
past revisions, since the lack of revision is not necessarily indicative 
of the reliability of the previous estimate—-it may be entirely due to 
the absence of newer data. 

In practice, however, it appears that the series that are based on 
the least reliable data are subject to the largest revision. The com­
mittee has examined the successive revisions of all of the more impor­
tant primary components of the national income and product ac­
counts, both in the annual and the quarterly estimates. Although we 
have not included statistical summaries of the comparisons in this re­
port, primarily because any one, or even several, measures of change 

•"The discrepancy exceeded 2 percent only in 1 year (1945—^2.1 percent) from 1929 
through 1955 and was below 1 percent in 18 of the 27 years. It was positive (gross 
national product exceeding national income plus indirect taxes) In 21 and negative in 6 
years. 
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between revisions may be misleading, the findings corroborate what is 
already known generally about the reliability of the basic data. For 
example, estimates of such volatile items as inventory change, capital 
formation, and corporate profits are subject to rather substantial revi­
sions. Similarly, the estimates of entrepreneurial incomes are subject 
to large revisions, since there are no reliable indicators of current 
change in such incomes. On the other hand, the larger components of 
the national income series—e. g., wages and salaries—and the aggre­
gates both of income and product change relatively little between 
revisions. 

(2) Frequency.—^n view of the paucity of current information on 
the movements of a number of key items in the accounts, data for 
current and recent periods must be regarded as provisional and subject 
to revision. Nonetheless, complaints are frequently heard that the 
revisions are too frequent and the National Income Division is urged 
to keep the number of revisions to a minimum. 

One reason for these complaints is that revisions sometimes confuse 
the users of the statistics and impose additional work ih keeping 
records, charts, and analyses up to date. The committee feels that con­
fusion is more likely to result from withholding the revised and pre­
sumably better data than from promptly publishing the corrections. 
The inconvenience caused by changes is real, but the choice between 
remaining uninformed of revisions and making the effort necessary 
to become fully informed seems clearly to be with the latter. 

A second argument that has been advanced by those who favor 
fewer revisions is that they create a feeling of insubstantiality and 
thus undermine the authoritative character of the data. Authority, 
however, cannot be created by perpetuating error. "\^'liat is not an 
error in the first instance becomes an error if it is repeated after 
information making possible a correction is available. The revision 
should be made in routine fashion and frankly presented to the pub­
lic—^not as an admission of error, but as a necessary part of the 
process of compiling sound data. 

A final argument against making frequent revisions is that, by 
postponing them, the possibility of revisions in the wrong direction 
will be avoided and compensating errors in otlier series may result 
in an averaging out that will render revision uimecessary. The 
committee sees no merit in this argument either, since the hope that 
the figure originally published will eventually be justified by unfore­
seeable contingencies is hardly a sound basis tor perpetuating a 
known error. Moreover, even if a revision in one component is later 
offset by a revision in another component, it is always better to have 
the best available information about every component currently. 

I t is the committee's view that the need for revisions of the totals 
can be minimized only by improving the quality of the underlying 
statistics to such an extent that fewer revisions will actually be 
necessary. Until such improvements can be made, it is better to 
admit the imperfections of the data and to educate the public in the 
use of imperfect statistics. The analytical usefulness of the data 
currently being published is so great as to overshadow criticism 
arising from unavoidable deficiencies. The most important pleas of 
the users is for something more—for further improvements—and not 
for any curtailment of what has already been achieved. 



122 NATIONAL ECONOMIC ACCOUNTS 

In view of the provisional nature of the initial estimates, revisions 
should be made and published, whenever the accrual of further infor­
mation makes significant corrections in the earlier published estimates 
possible. The committee believes that the general guiding principle 
should be to make revisions each quarter—at the earliest publication 
date after there is a reasonably firm basis for the' correction. This 
principle should apply not only to the last quarterly data published 
but also to any previous quarters for which later data clearly indi­
cate the necessity for revision. I t should apply also even if the esti-. 
mates have already been revised on more than one occasion. Simi­
larly, if new information discloses the need for significant corrections 
in the annual estimates, they should be made at the earliest possible 
time. Such a policy would avoid the perpetuation of error in current 
quarterly estimates simply because the previous annual figures have 
not been revised. The committee recognizes that, especially in the 
case of the annual data, it would be very time consuming to make the 
necessary revisions in all of the income and product tables when one 
or a small number of items have been revised, and we do not contem­
plate that this be done. What we have in mind is the publication of 
revised figures for important components when new data show that 
the original figures are overstated or understated by significant 
amounts. Eevisions of all the basic tables affected by the change 
should be reserved for the annual supplement. 

(d) Steps toward greater accuracy 
The kinds of improvements needed in the primary data sources 

from which national income and product data are drawn are fairly 
well known among experts. They include the undertaking of new 
surveys, the improvements of existing surveys in terms of report­
ing samples and of detail covered, and the regularization of censuses 
and other benchmark sources. Specific recommendations regarding 
the type of needed information have been presented to the committee 
by George Jaszi in a memorandum reproduced as appendix E of this 
report. Since these recommendations are based on the experience of 
the statisticians in the Division in actually preparing the estimates, 
the committee has given them serious consideration and believes that 
they should be implemented as rapidly as feasible. The areas in which 
action is most urgently needed are discussed in section 2 of this chapter. 

Aside from the need for adequate budgets to improve the basic 
data—which, of course, is of decisive importance—more emphasis 
should be placed on research. Suitable revision of present procedures 
cannot be accomplished without direction from research and analysis 
designed to define data needs more carefully. 

The committee believes, however, that the provision of additional 
resources for research as well as for the collection of basic data would 
not entirely solve the problem. Unrelated efforts by various agencies 
with larger resources, though capable of effecting improvements in 
many respects, might leave many of the existing gaps. Progress de­
mands a higher degree of mutual understanding and cooperation on 
the part of all concerned. For this reason, concentration on planning 
and coordination should be continuous. 

To avoid the inefficiencies that may result from lack of coordina­
tion, periodic surveys of the needs of the National Income Division 
should be instituted under the auspices of interdepartmental commit-
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tees or the Bureau of the Budget. In the course of such reviews, 
recommendations could be formulated for improvement in the accur­
acy of some of the presently available information, the gaps in the 
available body of statistics could be identified and plans made for their 
elimination, ways could be sought to speed up the release of tabulations 
or to regularize their collection, and other suggestions could be made 
for better adaptation of statistics for national accounting purposes 
without affecting their utility for the primary purposes for which they 
are designed. Conceivably, private research agencies might be re­
quested from time to time to sponsor such periodic reviews through 
the undertaking of appropriate inquiries or holding joint conferences 
of interested users and producers of the data. 

(e) Improving public understanding 
Since the national income and product accounts are relatively diffi­

cult for the layman to understand, it is in some respects quite remark­
able that they are used and quoted so widely. This is, of course, at­
tributable to the fact that the accounts present information that is of 
value to many different people and for many different purposes. I t 
is still true, however, that a large part of the public does not under­
stand the meaning of the national income and product statistics, and 
that only a few technicians are familiar with the details of their 
shortcomings. 

A system of national income and product accounts that is designed 
to portray in summary fashion the manifold transactions of an econ­
omy as complicated as ours must make a compromise between present­
ing a broad picture and giving adequate information which implies 
considerable detail. The task of finding such a compromise is ex­
tremely difficult because the accounts are essentially and necessarily 
complicated. In formulating its recommendations the committee 
recognized the need for preserving as much simplicity as possible. 
Some of the committee's recommendations are designed to increase 
the clarity and understandability' of the accounts. Nevertheless, in 
a few cases in which there appeared an urgent need for more detail, 
the committee recommended that a finer subclassification of aggre­
gates be provided even though it increases the complexity of the 
accounts. 

I t should be recognized that the full set of accounts would be pub­
lished only once a year in a special publication designed for the use 
of experts in Government and various research organizations of busi­
ness, labor, agriculture, and in academic institutions. In the future, 
as in the past, these detailed accounts could be used as worksheet 
information from which various summaries will be derived depending 
on the purposes to be served. In the past, use was made most fre­
quently of gross national product tabulations giving only the ex­
penditure data of the accounts. The President included for the first 
time in the budget message of 1946 a tabulation that contrasted in­
come, expenditures, and excess or deficit for each major sector of 
the economy. This summary table has been presented subsequently in 
somewhat improved form in the President's Economic Eeports.''^ Also 
the Joint Economic Committee has been using a similar presentation 
as a frame of reference for the staff projections which have been pub-

•" See e. g.. The Economic Report of the President, January 1957, table B-6, p. 129. 
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lished regularly in its annual reports.''^ A summary table of this 
type, based on the revised income and- product accounts which we 
proposed earlier, is shown in table E of chapter V. 

The committee believes that the improvements it recommends will 
make more meaningful summaries possible than could be derived from 
the present accounts. However, the committee does not wish to rec­
ommend one standard form of summarization that would be used for 
all purposes. I t believe that, if its recommendations are realized, the. 
basic system of accounts will be so improved that various users can 
derive "from its summaries that best serve their particular purposes. 
Experimentation with different methods of summary presentation 
should be continued by the National Income Division, the Council of 
Economic Advisers and the Joint Economic Committee in the interest 
of further simplification and adaptation to various uses. 

The cominittee also believes that consideration should be given to 
the preparation of a popularized description of the accounts—the 
structure, the concepts used, the limitations of the data, and their 
possible applications—for the use of the intelligent layman. Such a 
description should not supersede or infringe on the technical docu­
ments of the type of National Income. I t will be helpful, in the com­
mittee's opinion, to the widening circle of persons interested in the 
end results, and will materially improve understanding of this impor­
tant source of statistical intelligence. 

The National Income supplement satisfies most of the needs' of the 
more technically inclined users of the riational income and product 
accounts. However, the information.now supplied is occasionally not 
sufficient for their purposes. In some cases, the description Of meth­
odology is too general; in others, the data are not provided in sufficient 
detail. I t has been suggested, for instance, that descriptions of various 
estimating procedures be presented in sufficient detail to permit the 
user to duplicate the published figures from the original sources. 
Such descriptions might be provided in looseleaf form to permit ready 
supplementation of the basic documents whenever major changes in 
operating procedures take place. 

Another suggestion is that more of the worksheet detail behind the 
published data be made available to the public.^ Publication of a 
more detailed methodology and of more worksheet data would not 
only be useful to outsiders; it would also give the public a greater 
appreciation of the problems encountered in the compilation of na­
tional income and product data, and would stimulate suggestions for 
improvement by users who may be expert in one or more of the 
detailed areas covered by the accounts. 

Although the cominittee was inclined to view sympathetically the 
suggestion that a more comprehensive description of methodology be 
prepared, if found that there was little demand for it even among the 
experts who were canvassed. (See appendix C.) Since the number 
of respondents who felt the need for more detailed descriptions of 
methodology was very small, it is clear that there would be no point 
in devoting considerable resources at the present time to such a project. 

«= See e. g., 1957 Joint Economic Report, 85th Cong., 1st sess., H. Rept. No. 175. 
<" The committee members know from their own experience as users that the National 

Income Division is extremely cooperative in satisfying requests for more detail if the 
information is reliable enough for public use. 
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On the other hand, there is a significant demand for more detail than is 
now published. Perhaps the best way of satisfying this demand, and 
at the same time of providing a better indication of the actual deriva­
tion of the estimates, would be to prepare a set of annual summary 
tables—at least for the more important series—showing the major 
steps in the derivation of the published figures from the information 
reported in the censuses and other basic sources. Table 38 of the na­
tional income supplement, which reconciles estimates of corporate 
profits with the data reported in Statistics of Incoine, is an excellent 
example of the type of table we have in mind. Some of these tables 
might be added, to the national income supplement, but it would be 
sufficient to prepare them for distribution in mimeographed form in 
most caseSi The'committee appreciates that this cannot be accom­
plished overnight. However, it should be possible to space the work 
gradually over a period of years so that it will not interfere with the 
preparation of current estimates and needed revisions of past data. 

2. EXAMINATION OF SELECTED COMPONENTS 

(a) Unincorporated business profits 
For the immediate future, the most important single step that 

could be taken to improve the accuracy of the national accounts 
would be to improve the data for nonfarm sole proprietorships and 
partnerships. The inadequacy of the underlying data for this sector 
of the economy affects the reliability of practically every important 
component of the accounts; e. g., saving, capital expenditures, de­
preciation, sales, inventories, and many others, but particularly that 
of profits. Although estimates of these items are currently included 
in the various accounts, they can be regarded as little more than in­
formed guesses for the small-business sector. The annual figures are 
poor enough, but those for shorter periods are even worse, since there 
are no intra-annual surveys of the operations of unincorporated busi­
nesses except for a few scraps of information obtained from private 
accounting firms. This situation is no fault of those who are respon­
sible for making the estimates. Indeed, the estimates have been made 
with great care and ingenuity, and every bit of usable information 
has been employed. The estimators have repeatedly called attention 
to the need for better data in this area, but the data-collecting agen­
cies have not been able to comply with these requests, mainly because 
of the limitation of funds. 

Unfortunately, it will not be easy to remedy this difficulty which is 
as old as national income statistics in the United States. "There was 
general paucity of data on entrepreneurial incomes and the.estimates 
relating to this income type are the most subject to doubt." ®* is a state­
ment wliich is as true today as when it was made 25 years ago. 

The small firm is typically operated as a family enterprise, and its 
accounts are usually intermingled with those of the proprietor's 
household. Even the tax returns they file are seriously in error, as 
the Audit Control Study conducted by the Internal Eevenue Serv­
ice for the year 1948 demonstrated. This study indicated that "the 7 
million 1948 income tax returns filed by individuals with business and 
professional incomes (including income from farming) are more fre-

<" National Income, 1929-32, p. 9. 



1 2 6 NATIONAL ECONOMIC ACCOUNTS 

quently in error, have larger amounts of tax change, and produce 
more dollars of tax change per man-year of examination effort ex­
pended than is the case regarding the 45 million returns without busi­
ness incomes. Almost half of the business returns contain tax errors 
and this frequency of error is more than twice the frequency found 
on nonbusiness returns." ^' On the basis of a similar study conducted 
for the year 1949, it was estimated that net profits of nonfarm busi­
ness enterprises reported on tax returns were understated by an av­
erage, of almost 20 percent, yrith the percentages varying greatly 
among different industry groups and ranging as high as-Bo or more in 
some groups.^" '̂  • 

The absence of reliable data for unincorporated business enterprises 
is surprising in-view of the great interest frequently expressed by 
public and private groups in the fortunes of small business. There 
is virtual unanimity in this country that public policy should, pro­
tect and encourage small business, yet we know very little about it. 
Very frequently, the profit ratios of small and large corporations 
are used as if they showed the relative profitability of small versus 
big businesses. In actual fact, small corporations constitute a small 
and unrepresentative sample of all small business—they number less 
than one-tenth of "all small enterprises and are of considerably larger 
average size—so that any conclusions about small business in general 
that may be drawn from the profit levels and trends of small corpora­
tions must be regarded as highly tenuous. Improvement of the in­
formation relating to unincorporated enterprises is, therefore, urgent 
to provide the basis for the formulation of policy and not merely 
for purposes of national accounting. The two purposes are, of 
course, not in conflict since the national accounts provide a useful 
framework for the analysis of significant economic problems like 
the problems of small business. 

More reliable data on the profits of unincorporated nonfarm enter­
prises are needed at three different levels: (1) benchmark data, (2) 
current annual estimates, and (3) quarterly and monthly estimates.^' 

(1) Benchmark data.—The National Income Division relies pri­
marily on the information tabulated from schedule C of the Federal 
individual income tax return as the basic source of information on 
profits of these enterprises, supplemented from various sources. Since 
1939, the sole proprietorship returns have been tabulated biennially in 
the detail required for national income estimating. The correspond­
ing data for partnership returns were tabulated only for the years 
1939,1945,1947, and 1953. . 

The 1953 tabulations to be published later this year will include 
information not only from the income statements of partnerships but 
also—for the first time—from their balance sheets. These data will 

Eermit a rough calculation of the saving of partnerships and will also 
e helpful in improving the saving estimates of nonfarm households. 

"'Marlus Parloletti, Some Results of the First Year's Audit Control Program, National 
Tax Journal, March 1952, pp. 71-72. 

""Marius Farloletti, Some Income Adjustment Results from the 1949 Audit Control 
Program, Studies in Income and Wealth, vol. 23 (in press). 

"' To provide the basis for making recommendations to Improve the estimates of unin­
corporated business profits, the committee requested Mr. Thor Hultgren of the National 
Bureau of Economic Research to examine the procedures used by the National Income 
Division in estimating unincorporated business incomes other than farm and professional 
enterprises. Mr. Hultgren kindly consented and prepared for the use of the committee a 
memorandum describing the procedures and the data used and suggesting methods of 
improving the estimates. The committee wishes to take this opportunity to express its 
gratitude to Mr. Hultgren for his assistance. 
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Unfortunately, the sole proprietorship return does not call for balance 
sheet information, so that there is no possibility of obtaining the bal­
ance sheet items for these unincorporated enterprises from tax sources. 

The committee has been informed that the Internal Eevenue Service 
now plans to tabulate the sole proprietorship and partnership returns 
every other year, probably in odd-numbered calendar years. Since 
this information is so important, we hope that nothing will interfere 
with these plans, particularly with the preparation of tabulations for 
both forms of legal organization for identical years. As it is by no 
means certain that all partnerships file tax returns, even though they 
are required to do so, to provide a check, all future censuses of business 
should distinguish between sole proprietorships and partnerships in 
the query on legal form of organization. 

The Internal Eevenue Service tabulations for the income year 1955 
are now being prepared, but it is hardly likely that they will be 
completed before the end of 1957. A 2-year lag is apparently the 
minimum that must be expected, in view of the industry detail re­
quired for the tabulations. Thus, these biennial tabulations will be 
useful only for benchmark purposes and other sources will need to 
be developed for the current annual and quarterly estimates. 

Even as benchmark materials, these data will have serious de­
ficiencies because of the substantial amount of understatement, men­
tioned earlier, of profits on tax returns. Corrections' for understate­
ment are now based almost entirely on the Audit Control Study of 
the Internal Eevenue Service for the year 1949. The committee be­
lieves that such a study should be conducted at least once every 6 
years, and should cover not only individual and partnership returns, 
but also the returns of corporations. As we indicate elsewhere (see 
ch. X ) , regular audit control surveys are needed for purposes of esti­
mating the size distributions of income as well as profits. 

(2) Current annual estimates.—The budget for 1958 provided for 
tabulating selected information from the income-tax-returns 1 year 
sooner after filing than has been feasible in the past. A recommenda­
tion in this direction was also made in a staff report of the Joint 
Committee on Internal Eevenue Taxation. Such tabulations among 
other things would provide the information necessary to carry for­
ward the benchmark data on profits of corporate and unincorporated 
enterprises for at least 1 more year. This proposal, which was esti­
mated to cost $300,000, was turned down by the House of Eepre-
sentatives. The Senate report emphasized the merits of this program 
and recommended that it should be financed with available funds. 
The committee, therefore, hopes that tliis proposal will be imple­
mented in the near future. These tabulations should become a regular 
source of information of great importarice for the improvement of the 
national economic accounts. 

Even if this proposal is implemented, data would still be lacking 
for making firm estimates of profits of unincorporated enterprises in 
the latest year.̂ ® Of necessity, such estimates will have to be pro-

™ This difficulty could only be overcome if a way could be found to abstract and tabulate 
a few key items from partnership and sole proprietorship returns, as well as from individual 
returns, as they come into the district offices of the Internal Revenue Service. With full 
use of tlie possibilities of rapid microfilming and electronic computing it is not impossible 
that such data, based on a substantial sample of returns, could become available in time to 
be used in the preparation of the first annual estimate of national income and product. 
The time for such an acceleration of preliminary income tax tabulations—which in due 
course might become sufllciently detailed to he used instead of the tabulations now 
published in Statistics of Income—appears to be too remote to justify specific recommenda­
tions that presuppose its realization. 

451377 O—5S !l 
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visional and subject to revision when the more reliable tax-return 
data become available. However, consideration needs to be given to 
the development of more current information. For this purpose, the 
committee recommends that three approaches be considered : 

First, tiie Federal Trade Commission should enlarge the coverage 
of its corporate profits surveys to include corporations in industries 
other than manufacturing, with particular emphasis on wholesale and 
retail trade. Changes in profits of small corporations are already 
used as an indication of the trend in the profits of some unincorporated 
enterprises—though this should be done only with great care for the 
reasons set forth at the beginning of this .section. If the Federal 
Trade Commission industrial coverage were enlarged, this method 
could be applied more generally. , " 

Secondly, an attempt might be made to experiment with annual 
mail questionnaire surveys of sole proprietorships and partnerships 
to supply the necessary data. If the surveys were timed correctly, 
the respondents would probably use the information they submit with 
their tax returns as a basis for reporting. Such surveys may be 
expected to understate profits greatly, but it may well be that they 
would provide a satisfactory indication of year-to-year changes. 

Thirdly, the committee has also considered the possibility of using 
more elaborate sampling of entrepreneurial families in the annual 
income surveys by the Bureau of the Census and the Michigan Survey 
Eesearch Center for this purpose. We do not believe tiiat this would 
be.a fruitful approach, first, because i t would be too expensive to 
obtain adequate samples to provide the industry detail that would be 
needed; and, second, because experience with these surveys indicates 
that the response error of entrepreneurial families is very large. 
There is, however, a possibility of making use of interview data by 
adopting a suggestion advanced by the Federal Eeserve Consultant 
Committee on Saving.'^'' This suggestion provided for drawing a 
probability sample of a few hundred, or at best a few thousand, 
respondents among the 4 million unincorporated enterprises now in 
existence, and envisaged intensive examination of respondents' rec­
ords by interviewers thoroughly familiar with accounting methods. 
These interviewers Avould reconstruct the respondents' income ac­
counts, and balance sheets and would calculate the desired figures from 
their records, instead of relying on respondents to produce the re­
quired information from memory or with the help of occasional con­
sultation of their papers. 

(3) Quarterly and monthly data.—Yov estimates covering periods 
of less than a year, the task seems extremely difficult since most 
small-business men simply do not.keep the necessary records. The 
quarterly and montlily estimates needed for completing the national 
and personal income totals are now made by projecting annual data 
forward on the basis of the movement of gross sales and changes in 
profit margins that may be inferred from available data, particularly 
from public reports of corporations and the Federal Trade Commis­
sion corporate profits survey. To the extent that these sources are 
strengthened, the quarterly and monthly estimates of unincorporated 
nonf arm entrepreneurial income will also be improved. 

™ Reports of Federal Reserve Consultant Committees on Economic Statistics, hearings 
before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report, 84th Cong., 1st sess. (1955), pp. 135, 136. 
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The experience with the annual mail questionnaire surveys of sole 
proprietorships and partnerships suggested above may indicate that 
collection of data by mail is feasible. In that case, thei surveys might 
be gradually converted from an annual to a quarteriy basis. Tlie 
committee believes, however, that major emphasis should be placed 
on the collection of annual data for the immediate future. 

(5) Inventory changes 
Next in importance among the items urgently'' needing improvement 

in the current na,tional accounts is the change in business inventories. 
A large part of the difficulty in this case goes back to accepted busi­
ness practice in accounting for inventory holdings and for profits or 

-losses resulting.when changes take place in the prices at which inven­
tories are valued. In mostconcerns, actual physical stocks are checked 
and valued only once a year, and interim quantities or book values are 
estimated from purchases and sales, usually in dollar terms. Errors 
in the interim estimates can be corrected only after the annual inven­
tory check. Furthermore, the established procedure of valuing in­
ventories on the principle of "cost or market whichever is lower" 
introduces unrealized capital gains or losses into the earnings account, 
where they are typically treated as though they were realized. These 
and other distortions produced by the inaccuracies in the inventory 
records themselves or by the changing bases of valuation used in cal­
culating profit or loss represent one of the .most serious sources of 
potential error in the overall accounts. 

This problem is most acute for short-term economic analysis. The 
extreme volatility of inventory changes is widely recognized. The 
primary focus of efforts to make improvements must therefore be the 
monthly or quarterly statistics of quantities and values from which 
the estimates of overall changes in inventories are derived. 

An extended review of this subject has recently been made by the 
Federal Eeserve Consultant Committee on Inventory Statistics.'''* Its 
published report included 32 recommendations to improve and sup-
plemerit the data currently available. 

The committee finds itself wholly in accord with the views expressed 
in that report and merely reiterates the following recommendations 
for special emphasis: That agencies compiling inventory statistics 
cooperate and integrate their efforts .more closely; that negotiations 
be conducted with business concerns to improve inventory reports in 
various respects; that reports for independent retail stores be ex­
panded ; that additional information be obtained on accounting prac­
tices and on the prices significant for deflating book values in various 
lines; and that inventories be consistently broken doAvn by durability 
and destined end-use in addition to the present classification by indus­
try or type of business. 

We also endorse the position taken in that report on the costs of 
effecting recommended improvements. Costs are presently small, and 
the potential returns from a moderate expansion of effort in this area 
are so great that the attitiorial outlays required are fully warranted. 
(c) Capital expenditures 

Limitations of time and personnel prevented the committee from 
undertaking as thorough a survey as it would have wished of the 

"> Reports of Federal Reserve Consultant Committees on Economic Statistics, hearings 
before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report, 84th Cong., 1st sess. (1955), pp. 395 ff. 
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adequacy and reliability of estimates of capital expenditures that 
are now embodied- in the national product accounts and in flow-of-
funds statemente. Some of the committee members who have .worked 
fairly intensively with these figures over many years feel that' the 
estimates that are now of necessity used within the national accounts 
probably are subject to a wider margin of error than many other 
series. All members are convinced of the necessity of improving 
the accuracy of the estimates because of the crucial importance of-
these figures for assessing both the current economic situation and 
the business outlook. In addition, the committee is convinced of the 
importance of securing as soon as j)ossible consistent estimates of 
total fixed investment classified (a) by type of producers' durable 
equipment arid of construction, (5) by industry classification, and (c) 
by legal form of organization of the purchasing units.^^ 

No breakdown of, producers' durables by type has been published 
in the national income and product accounts for years subsequent to 
1952. The chief reason is that, since the discontinuance of series 
collected by the National Production Administration during the Ko­
rean emergency, there has been no source of information on govern­
ment (particularly Federal Government) purchases of producers' 
durables. This information is necessary for the allocation of ship­
ments by producers between jirivate and government purchasers. Its 
lack not only prevents resumption of the breakdown of producers' 
durable equipment but also has impaired the accuracy of the aggre­
gate figure for producers' durables. In addition, such information 
is most pertinent to the committee's recommendation for a segrega­
tion and classification of capital outlays of the Government. The 
committee recommends that the Office of Statistical Standards explore 
ways to obtain, the resumption of such data. 

Construction estimates are seriously inadequate in quality. A pro­
gram for the improvement of the estimates of residential construction 
has been proposed by the Bureau of Labor Statistics and the com­
mittee has not investigated this field in detail. We do know, however, 
that there are Serious deficiencies in the available estimates of expendi­
tures on additions, alterations, repair and maintenance of residential 
structures, and that the estimates of nonresidential construction, in­
cluding new construction, are far from satisfactory. Detailed recom­
mendations for improvement of the figures that now go into the na­
tional income and product accounts Avould be premature before a 
thorough study is made of the quality of the present data and the 
possibilities and means of obtaining more accurate figures. Such a 
study is consequently recommended by the committee. I t might be 
made either by the suggested Eesearch Section of the National Income 
Division; or, if no such section is organized in the near future, by a 
group of experts who can concentrate their attention on this field and 
have an adequate staff for a careful analysis of all relevant data. 

A classification of capital expenditures by purchasing industry is 
now provided for about three-fifths of gross fixed investment by the 

71 The Federal Reserve Board's Consultant Committee on Business Plant and Equipment 
Expenditure Expectations unfortunately had to limit its study to the narrower field 
indicated in its title, and was not able "to review the available statistical series on past 
plant and equipment expenditures, except as this was necessary for an appraisal of the 
(lata on expectation" (reports of Federal Reserve Consultant Committees on Economic 
Statistics, hearings before the Subcommittee on Economic Statistics of the .Toint Com­
mittee on the ]3conomic Report, 84 th Cong., 1st sess., 1955, p. 13). 
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Office of Business Economics-Securities and Exchange Commission 
survey of plant and equipment expenditures. The committee recom­
mends that the size of the sample be increased, particularly in the 
nonmanufacturing industries, so as to permit the presentation of 
greater industrial detail (especially in the huge "commercial and 
other group") as well as to improve the accuracy of the aggregate. 
The committee further recommends that the Office of Business Eco­
nomics provide a reconciliation of the plant and equipment series with 
the gross national product capital expenditure data; and that it de­
velop an industry breakdown of the capital expenditures not included 
in the plant and equipment survey so as to complete an industry 
.classification of the gross national product total for fixed capital 
expenditures. 

The plant and equipment survey should also be utilized to improve 
the classification of capital expenditures as between corporations arid 
noncorporatebusiness. This breakdown, which is required to improve 
saving aggregates and flow-of-funds statements, as Avell as to develop 
sector saving and investments accounts, would also benefit from 
strengthening, of the plant and equipment sample in nonmanufactur­
ing industries. 

. These recommendations provide.for separate classifications of total 
fixed cajiital expenditures by type, by purchasing industry, and by 
legal form of organization. The committee's recommendation for a 
cross-classification of fixed capital expenditures by type and by pur­
chasing industry would go beyond this and may not be attainable in 
the near future. , 

(d) Saving 
The committee has refrained from studying the adequacy and reli­

ability of the statistics of saving noAV available as part of the national 
accounts for two main reasons. 

First, these statistics have bê en investigated quite thoroughly less 
than 2 years ago by the Federal Eeserve Board's Consultant Com­
mittee on Saving Statistics.''^ There would have been no point for the 
committee to go over the same ground again, necessarily in a much 
more cursory manner, the more so since two members of this committee 
served on the Consultant Committee on Statistics of Saving. 

Secondly, the recommendations of the Consultant Committee have 
been studied, in accordance with the committee's suggestion, for over a 
year by the staff of the Federal Eeserve Board. The committee under­
stands that the Federal Eeserve Board will be ready soon to recom­
mend to the Office of Statistical Standards and to the agencies which 
furnish the main components of statistics of saving a coordinated pro­
gram for improving the whole field of statistics of saving. The com­
mittee has every confidence from its discussions with representatives 
of the Federal Eeserve Board that the Board's suggestions will fit in 
with the committee's own recommendations for improvement and ex­
pansion of the national income and product accounts and the flow-of-
funds statements. 

The cominittee, however, has given enough attention to statistics of 
saving, particularly with regard to their integration into a system of 

'= Reports of Federal Reserve Consultant Committees on Economic Statistics, hearing.s 
before the Subcommittee on Economic Statistics of the .Toint Committee on the Economic 
Report, S4th Cong., 1st sess. (1955), pp. 73 ff. 
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national accounts^ to feel justified in endorsing the Consultant's Com­
mittee's recommendations,^^ particularly the development of: (a) a 
separate estimate of saving for nonfarm households, farmers, and 
incorporated business and private nonprofit institutions; (&) supple­
mentary estimates of saving through consumer durables; (c) figures 
on gross flows of saving; and (d) corporate statements of sources 
and uses of funds of corporations on a quarterly basis. 

(e) State and local governments 
In recent years. State and local government expenditures have been 

groAving more.i'apidly than the expenditures of any other major sec­
tor of the economy. BetAveeri 1950 and 1956, A\diile gross national 
product increased 45 percent, purchases of goods and servicesjby the 
States and local governments rose 65 percent. During the same' period, 
the net debt of these units of government almost doubled—from $21 
billion to $41 billion. A continuation of these trends, although per­
haps not at precisely the same relatiAJ-e pace, is to be expected at least 
for another decade in vieAv of the many demands on the States and 
local goveriiments for increased services resulting from such factors 
as the groAvth in population, the continued move to the suburbs, the 
bulge in public-school attendance, the renewal and rehabilitation of 
our large cities, and the growth of industry and, commerce. Accord­
ingly, it is important for economic analysis, as well as for policy pur­
poses, to have reliable information on the operations of the States and 
local govemmeiits. Much of this information—^though admittedly 
not alP—Avould be supiplied if the set of accounts envisaged in this re­
port (i. e., income and product accounts, national balance sheets and 
floAv-of-funds statements) Avere available. 

The conceptual problems of fitting the State and local governments 
into these accounts are generally similar to those raised in connection 
with the Federal Government,'and Avill not be repeated here. (See 
ch. V H , sec. 3.) HoAvever, the data problems are much more acute 
for the State and local governments, because the information must be 
obtained from thousands of jurisdictions that do not keep standard­
ized records and are not required to report periodically to any one 
centralized agency. For this reason, it is essential that the census of 
governments, which is noAv being conducted for fiscal year 1957 for 
the first time since 1942, should be repeated once every 5 years, as now 
provided by laAV. In addition, since the census will supply only pe­
riodic benchmark data, it will be necessary substantially to improve 
and enlarge the flow of data from the States and local governments 
on an annual and quarterly sample basis to assure satisfactory cover­
age of this sector in .the national accounts. Steps that can.be taken to 
achieve this objective are described beloAv. The committee urges that 
high priority be given to these recommendations. 

(1) Quarterly nationwide data for the national income and product 
accounts.—^llie National Income Division relies very heavily upon 
data compiled by the Bureau of the Census for much of its informa­
tion on States and local government transactions. In particular, the 
annual Summary of Governmental Finances supplies nationwide ag­
gregates on governmental receipts, expenditures, debt, and financial 
assets. 

•js See summary in Reports of Federal Reserve Consultant Committees on Economic 
Statistics, hearings before the Subcommittee on Economic Statistics of the Joint Committee 
on the Economic Report, 84th Cong., 1st sess. (1955), pp. 74-75. 
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As a basis for reasonably prompt nationwide estimates on a quar­
terly basis, hoAvever, this census report is recognizably deficient.; For 
example, by August 1967j when the financial summary Governing Gov­
ernment fiscal years ending in calendar year 1956 wilL be issued, the 
National Income Division will have had to prepare and issue estimates 
for six quarterly intervals subsequent to the most recent period cov­
ered by the corresponding census report. For such quarterly esti­
mates or extrapolations, the National Income Division can draw upon 
several series of partial data—e. g., as to payrolls, assistance payments, 
and construction expenditures of States and local governments. In 
recent years, hoAvever, significant adjustments of the quarterly figures 
initially based on such series have been necessary AA'hen the annual 
census reports have ultimately become available. 

More precise and more timely natiouAvide aggregates for this sector 
could be obtained on the basis of quarterly sample surveys with re­
spect to major components of State and local government finances— 
i. e., at least tax collections, construction expenditures, and wage and 
salary payments. After a limited initial period of design, testing, 
and development, it should be possible to prepare relatiA'̂ ely precise 
natiouAvide estimates on these items (with appropriate supporting de­
tail—for example, showing construction expenditure separately for 
highways, schools, and other major purposes) Avithin 60 to 90 days 
after the period covered.^* 

Taxes make up about 60 percent of all revenue of States and local 
governments, and construction and personal-service pajanents repre­
sent about the same fraction of all their expenditure. Addition of 
Federal grants on the revenue side and of public assistance amounts 
on the expenditure side—for which reliable current data are available 
from the Treasury and the Social Security Administration—Avould 
raise these proportions to around three-fourths of the receipts and ex­
penditure totals for this sector. The remainder comprises relatively 
less volatile items—on the income side, mainly receipts from charges; 
on the expenditure side, current procurement, interest payments, and 
retirement-fund benefits. The committee believes that relatively close 
overall measures of current trends in State and local governinent 
finances could be developed even Avithout specific intrayear surA'̂ eys of 
these remaining components. 

(2) Biennial surveys of State and local government f/nances.—Be­
cause the census of governments is a large-scale ojDeration, authorized 
to be conducted only at 5-year intervals, its findings Avill be relatively 
tardy, and Avill be useful mainly as benchmarks for estimates in the 
national accounts. These estimates would be improved substantially 
if the Census Bureau were authorized and equipped to carry out the 
recommendation made in 1954 to the Secretary of Commerce by the 
intensive review committee on census programs '^^ that biennial sur­
veys be conducted, betAveen periodic governmental censuses, to supply 
estimates on the finances of State and local governmente. 

" Responsibility for quarterly surveys on employment and payrolls of State and local 
governments was reassigned from the Bureau of the Census to the Bureau of Labor 
Statistics In February 1955. If the more complete quarterly surveys recommended above 
are authorized, it v/ould be desirable to coordinate the collection of payroll and other 
financial data so as to avoid imposing an unnecessary burden on 'î anBMMiM&iA'k the reporting 
units of government. 

•'s Appraisal of Census Programs, Report of the Intensive Review Committee to the 
Secretary of Commerce, February 1954. 
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The proposed intercensal surveys Avere suggested primarily for their 
uses in analysis of trends in • governmental finance. HoAvever, their 
uses for national accounting should not be overlooked. In particular, 
they can be helpful for three specific, purposes: 
(a) To supplement the data in the quarterly surveys suggested above 
for receipts and expenditure items that do not vary greatly over short 
periods of time or that may be too complex to warrant insertion on 
quarterly questionnaires. 

(6) To provide the basis for improved annual estimates of the num­
ber of State and local government employees and their earnings, Avhich 
are included in the State-by-State personal-income series. At the 
present time, these estimates are prepared on the basis of a special 
survey conducted by the Census Bureau for only 1 month of each year 
(October). • 

((?) To proAdde information on the nonfinancial assets of State and 
local governments for purposes of national-wealth statements and the 
national balance sheet. 

Therefore, the committee endorses the proposal of the Intensive Ee-
vieAv Committee on Census Programs and urges that the first biennial 
survey of the States and local govei'iiments be taken for fiscal year 
1959, i. e., 2 years folloAving the census of gOA'ernments. 

(3) Reconciliation between census data and national incom^e and 
product data.—As in the case of the Federal Government, data for 
the States and local gov^crnments Avhich are deriA'ed essentially from 
budgetary accounts must be corrected for differences in timing, con­
cepts,.and coverage before they can be fitted into the national income 
and product accounts. Considerable confusion exists among users as 
a result of the exitsence of two series of data on receipts and expendi­
tures of the States and local governments—one compiled by the Bureau 
of the Census and the other by the National Income Division. That 
there will be differences betAveen the tAvo series is incAdtable, since they 
do not purport to measure the same things. HoAvever, the confusion 
AÂ ould be minimized if the National Income Division added a table 
to its annual publication shoAving a detailed reconciliation between 
its oAvn estimates and those of the Census Bureau. Together Avith the 
corresponding table for the Federal Government (see ch. VI I I , sec. 3), 
the reconciliation statements Avould provide a useful summary of the ' 
differences betAveen the data in government budgets and those that 
are entered into the national income and product accounts. 

CHAPTER X I I . FLOAV-OF-FUNDS STATEMENTS W I T H I N T H E SYSTEM OF 

NATIONAL ACCOUNTS 

1. T H E P R E S E N T SITUATION 

{a) Nature of floio-of-funds statements 
FloAv-of-funds statements, first knoAvn under the more descriptive 

though less accurate name of money-floAV statement, are the youngest 
member of the national accounting family. Morris Copeland's book, 
A Study of MoneyfloAvs in the United States, published in 1952 by 
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the National Bureau of Economic Eesearch, represerits the first fully 
developed.result of this aspect of national accounting.''® 

Within the system of national accounts, fioAV-of-funds statements 
are, in principle, characterized by about a half dozen main features. 
Some of these features have been omitted or imperfectly realized in the 
flow-of-funds statistics that have actually been compiled, while actual 
estimates embody features that are not characteristic of the flow-of-
funds concept. 

The main characteristics of flow-of-funds statements are: 
(1) Coverage of all economic units Avithin the Nation, private and 

public. 
{2) Arrangement of units into sectors on the principle,of grouping 

together decision-making units of similar economic characteristics. 
(3) Inclusion of all transactions (both in their monetary and their 

real aspects) betAveen two units Avhich involve the use of money or 
credit, and consequently omission of imputations and internal trans­
actions. 

(4) Einphasis on financial transactions in addition to transactions 
in goods and services Avhich are treated in less detail. 

(5) Separate recording of gross floAvs in both directions, where 
economically relevant, instead of offsetting them and showing only 
the resulting net flow in the accounts. 

(6) No systematic distinction betAveen current and capital account 
sources, hence no aggregate figure for saving. 
(5) Present status of %oork on flow-of-funds statements .. 

Morris Copeland's pioneering study provided annual flow-of-funds 
statements for the years 1936-42. The Federal Eeserve Board's basic 
document''' contains detailed annual estimates for 1939-53. These 
figures differ sufficiently from Copeland's estimates to prevent their 
being used jointly Avithout special adjustments. SomeAvhat less de­
tailed annual figures for 1950-55 shoAving all essential magnitudes for 
the 10 main sectors''^ Avere published in the April 1957 issue of the 
Federal Eeserve Bulletin. The detailed tables, comparable to those 
in flow of funds in the United States 1939-53 will, however, become 
available in mimeographed form, so that analysts soon will have at 
their disposal a detailed continuous set of figures covering a period 
of 17 years. 

™In addition to Morris Copeland's book (mimeographed drafts had been circulating for 
a few years before publication) the following documents discuss the basic features of flow-
of-funds statements or pi'ovide actual figures for flow of funds in the United Sta tes : 

(a) Plow of Funds in the United States. 1939—")3 (Federal Reserve Board), 1955. 
A briefer uiimeocraphed version, Progress Report on the Money-Flows Study, had been 
available .since 1951. 

(6) R. A. Young, The Federal Reserve Flow-of-Funds Accounts (International Monetary 
Fund, Staff Papers, February 1957). -

(c) S. J. Sigel, A. Comparison of the Structures of Three Social Accounting Systems, 
Studies in Income and AA'ealth, vol. 18, 1955. 

(>l) S. J. Sigel, A Comparative .Study of Three Social Accounting Systems; National 
Income, Input-Output, and Money Flows (Harvard University thesis), 1955. 

(e) Summary Flow-of-Funds Accounts, 1950-55, Federal Reserve Bulletin, April 1957. 
" Flow of Funds in the United States, 1939-53, December 1955. 
™ Consumers, corporations, nonfarm unincorporated business, farm business. Federal 

Government, State and local government, banlcing, insurance, other invefftors, rest of the 
world. ' 
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In recent years simplified flow:-oi-funds statements, mostly limited 
to the main types of financial transactions, have.been prepared by 
financial analysts iriterested in current figures and short-term fore­
casts of fund flows, since no Federal Eeserve Board figures extending 
beyond 1953 were available until receritly. These statements often 
provide semiannual and even. quarterly estimates. The statement 
prepared early each year by the Bankers Trust Co. is probably the best 
known of these simplified statements of finaiicial fund flows. The-
most ambitious of the unofficial projects in this field is the quarterly 
statement of flow of funds through the capital markets for the years 
1953-55 which lias been prepared by the National Bureau of Economic 
Eesearch as part of its. postAvar capital markets study and which is 
expected to be published, at least iri summary form, sometime later 
this year.''̂ ,, . ' • 

No foreigii country has as yet published a floAV7of-funds statement 
that comparesin detail or duration with those Copeland and the Fed­
eral Eeserve Board have prepared for the United States. A number 
of countries, hoAvever, have been issuing statements of the main finan­
cial flows of funds, usually in rather condensed form. This is the 
case for instance for France, Western Germany, the, Netherlands, and 
Norway.*" I t may be noted that no floAv-of-funds stateirierits h&ve as 
yet been published for the LTnited Kingdom or Canada, although a 
rather elaborate one is in preparation for the latter country.*^ Most 
of the more elaborate foreign floAv-of-funds statements differ in one 
respect from the Avork done in the United States—apart from their 
being less detailed. They are closely integrated Avith the national 
income and products accounts and are prepared by the same organiza­
tion that is responsible for the national income and product esti­
mates.'- ^ 

(e) The relation of foio-of-funds statements to the national income 
and product accounts 

FloAv-of-funds statements constitute essentially an alternative selec­
tion from, or arearrangeinent^of, the same innumerable elementary 
transactions among and quasi-ti'ansactions Avithin economic units that 
underlie the national income and product accounts. Differences, and 
considerable ones, betAveen the tAvo systems can, hoAvcA êr, arise: be­
cause diffei-ent categories of transactions are selected; because these 
transactions are grouped differently Avith respect to type of transaction 
or classification of transactor; because transactions are entered into 
the accounts at different A'-alues or at different points of time; and be­
cause transactions may be recorded after more or less extensive netting. 

™ For H description of this prelect see 36th Annual Report of National Bureau of 
Economic Rese.'ireh, pp. 54-57; and .irticle by M. Mendelson in Journal of Finance, 1957, 
pp. 159-ieR. 

™ For .T bripf description of these docuiuents, as well as even more summary statements 
lu this field, see background paper by the Statistical Division, Meeting on Methods of 
Monetary Analysis, 11th annual meeting of the International Monetary Fund, September 
1056. 

"1 Sec L. M. Read. The Development of National Transactions Accounts ; Canada's Version 
of. or Substitute for, Money-Flows Accounts, Canadian Journal of Economics and Political 
Scienco, February 3 957. 

8= This is not the case for Western Germany where the flow-of-funds statement is 
prepared, ns in the United States, by the central bank. There exists in Germany also an 
unofficial estiuinte, prepared by the Institute of Beonoiiiic Research in Berlin, which has no 
counterpart in the United States. 

s" Although there is no administrative integration between flow-of-funds statements and 
income and product accounts in the United States, the two can be reconciled, though i t 
requires a considerable effort, as shown, e. g., in appendix B of Flow of Funds in the 
United States, 1939-53. 
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Under present United States practice, the main points of similarity 
and dissimilarity between the flow-of-funds statements of the Federal 
Eeserve Board Avith the national income and product accounts of the 
National Income Division may be summarized as follows, glossing 
over minor differences in the tAvo systems: 

(1) The floAv-of-funds system is a quadruple-entry system compared 
to the double-entry system of the national income products accounts, 
that is, a given transaction is recorded twice in the accounts of both 
economic units involved—once as a debit and once as a credit—^while 
only one entry for each participating unit is made in the national 
income and product accounts. 

(2) The flow-of-funds statement distinguishes a considerably larger 
number of sectors than the national income and products accounts now 
do. Specifically consumers, corporate business, nonf arm. noncorpo­
rate business, farih'business, the banking system, (with four subsec-
tors), life-insurance companies, pension plans, other insurance com­
panies, saving and loan associations, and nonprofit organizations 
constitute separate sectors in the published flow-of-funds statements. 
No separate figures for these sectors are shown in the national income 
and product accounts, which distinguish, insofar as full detail is con­
cerned, only between tAvo private sectors—consumers (including non­
profit organizations) and business. 

(3) The flow-of-lunds statement provides information on net pur­
chases and sales by each sector (where applicable or where figures 
are available) on the following 12 types of financial assets, none of 
which enter into the national income and profit accounts: gold a,nd 
Treasury currency, currency and demand deposits, time deposits, 
savings and loan and credit union shares, bank loans. Federal obli­
gations. State and local obligations, corporate securities, mortgages, 
consumer credit, and trade credit. 

(4) The flow-bf-funds statement is published only on an annual 
basis and so far only with considerable delay, while the main aggre­
gates in the national income and product accounts are estimated 
quarterly and are released less than 2 months after the end of the 
quarter. 

(5) The flow-of-funds statement includes figures for the holdings 
of claims and liabilities, though not of equity securities and tangible 
assets, of each sector, information which does not figure at all in the 
nationalincome and product accounts. This feature, however, is not 
necessarily inherent in a flow-of-funds statement. 
(d) Relation of flow-of-funds statement to national balance sheet 

In United States practice the flow-of-funds statement has been 
coupled with a partial balance sheet for all the sectors for which 
flow of funds are calculated. Thus the Federal Eeserve Board shows 
the amounts outstanding (amounts held for creditors, amounts owed 
by debtors) for the same items for which flow data are provided, 
except that corporate securities are limited to bonds. It Avill thus be 
seen that among important types of assets and liabilities the flow-of-
funds statement omits corporate stocks, tangible assets, and net worth. 
In other words, Avhat is provided is essentially a statement of the 
claims and liabilities of each sector. The reason for including these 
asset items with the floAV-of-funds statement is in part statistical— 
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annual flows are obtained as the differences between holdings at the 
beginning and end of the year. The arrangement to some extent also 
reflects analysts' need for comparisons of floAvs with the related stocks, 
permitting amorijg other things the calculation of velocities of turnover 
and the evaluation of the importance of indicated net changes in 
holdings. 

. , . • • * . 

(e) Relation of flqw-of-fund statements'to input-output tables. 
Neither in theory nor in practice is there a close relationship between 

floAv-of-funds statements and input-output tables. Indeed these two 
aspects of a comprehensive national accounting system are about as far 
removed conceptually and statistically as is possible within that 
system. The flow-of-funds statement emphasizes financial floAvs and 
collects all its data on an enterprise basis. Iriput-output tables omit 
financial transactions altogether, concentrate on flows of goods a,nd 
services among producers, and must be derived from very detailed data 
collected on a plant and preferably even on a process basis. 

2. REC0M3MENDATI0NS 

The recommendations of the committee for a further development 
of the flow-of-funds statements are straightforward, and are ill accOfd 
with the Federal Eeserve Board's own plans as they have been reported 
to the committee, although the recommendations may sometimes gO 
beyond what the Federal Eeserve Board is ready to undertake at this 
moment or in the near future. 

(a) A shift of the floAV-of-funds statements to a quarterly basis is 
by far the most important recommendation. The Federal Eeserve 
Board is already working in this direction and expects to have a set of 
quarterly estimates for the last few years—probably through 1957— 
available late in 1958. The Board's intentiori is at that time to estab­
lish the quarterly statistics on a current basis, releasing the figures 
not more than half a year, and possibly as little as 4 months, after the 
end of the quarter. 

The quarterly flow-of-funds estimates Avill necessarily be less de­
tailed than the annual figures noAv available, and they will be more 
subject to revisions. The estimates will, hoAvever, include all figures 
of substantial financial significance, though nonfinancial transactions 
will be shown only in considerably more summary form than in the 
annual statements. With respect to sectoring the quarterly estimates 
should be approximately as detailed as the annual statements for 
1952-55 shown in the April 1957 issue of the Federal Eeserve Bulletin. 

(b) Speeding up the release of the detailed annual figures is also 
definitely contemplated by the Federal Reserve Board. I t is expected 
that these; figures can be made available approximately 9 months after, 
the end of the year, and that at the same time revised figures for the 
2 to 3 preceding years will also be released. 

(c) In vieAv of the detailed sectoring of the present floAv-of-funds 
statements only a feAv additions to the sectors now shown separately 
are recommended. 

(1) Probably the most important suggestion is the separation of 
the personal trust fund departments of commercial banks from con­
sumer households. These departments are noAV administering about 
$80 billion of funds (excluding agency and custodian accounts), a 
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larger sum than any other group of financial institutions except the 
commercial banks themselves and life-insurance companies. No offi­
cial, or even unofficial, information is available on the size and struc­
ture of personal trust furids or on their transactions. Setting up 
personal trust funds as a separate subsector will require the inaugura­
tion of a regular reporting system, probably on a sample basis. In 
the beginning annual statements may suffice, but quarterly reports 
should be the aim. 

The absence of regular, comprehensive, reliable and, above all, 
standardized information on personal trust funds is one of the most 
iinportant gaps in our financial information, keenly felt not only in 
the construction of flow-of-funds statements^ but also in the study of 
saving and in many other aspects of financial analysis. The committee 
is therefore inclined to assign, a high degree of priority among its 
recommendations to development of a reporting system for personal 
trust funds administered by corporate trustees; arid urges that the 
efforts which recently have been made in this direction, particularly 
by the Federal Eeserve System and the American Bankers Associa­
tion, be continued and intensified. 

(2) A second suggestion in the field of sectoring, and one much 
easier to accomj)lisTi, is the division of the Federal and State and 
local government sectors into separate subsectors for -general govern­
ment activities, government enterprises, government financial agencies 
(insofar as riot included Avith financial business) and government trust 
funds. Government enterprises would become a subsector of the 
broader business enterprise sector, while trust funds would constitute 
a subsector of the government sector. 

(d) For intensive analysis several of the asset and liability cate­
gories distinguished in the present flow-of-funds statement are too 
broad. The recent separation, in the April 1957 issue of the Federal 
Eeserve Bulletin, of demand from time and savings deposits and of 
consumer credit from trade credit, and bank loans are steps in the 
right direction. The committee recommends that, as soon as possible, 
corporate securities be divided into bonds, preferred stock, and com­
mon stock; that mortgages be split into farm mortgages, nonfarm 
home and multifamily residential mortgages and other mortgages; 
that term loans be separated from other bank loans; and that United 
States Government securities be divided into those of short, interme­
diate, and long maturity. 

(e) Presentation of transactions on a gross rather than a net basis, 
wherever the separate floAvs in both directions are economically rele­
vant, is one of the main basic attractions of the flow-of-funds state­
ments for the economic and financial analyst. The committee, there­
fore, suggests that continuous attempts be made to put the statistics 
of as many of the floAvs as possible, particularly those in the financial 
sphere, on a gross basis. 

In particular, transactions in different types of securities (exclud­
ing short-term Treasury and similar securities for Avhich gross floAvs 
are of less significance) by the various sectors should in principle be 
presented on a gross basis, shoAving separately issues and retirements 
by issuers and purchases and sales by each of the other sectors. The 
same principle should apply to mortgages, separating new loans from 
repayments; to term loans by commercial banks; and to installment 
loans—in short to all assets and liabilities Avith an original maturity 
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of more than approximately 1 year. (At the moment grossing is 
limited to transactions by issuers in the main types of securities.) 

The committee realizes that the recommended shift to a gross basis 
will take considerable time and substantial effort, buti feels that this 
shift should be the definite goal of a developing floAv-of-funds system. 
Attempts to reach or approach this goal should be made continuously 
even if in any single instance they may affect only one type of asset 
and one group of institutions. , " 

(/) Full .cross classification of floAvs, leading for each type of asset 
or liability to a matrix that shows transactions between every one of 
thesectors distinguished in the floAv-of-funds statement, appears to 
the committee to go too'far beyond the data now available or in sight 
to need'serious consideration. Such a cross classification Avould be 
formally parallel to the cross classification of the floAvs of goods and 
services in input-output tables, but seems to be of much less analytical 
significance for financial flows. ; ' •, 

(g) To estimate the flow of funds for a given asset or liability by 
taking the first difference between holdings (or outstandings) at the 
beginning and the end of the period must ahvays be regarded as only 
a substitute for the more informative and satisfactory method of 
separately determining the volume of acquisitions (issues) and of sales 
(repayments). . At the present time, however, this substitute method 
is still often used in flow-of-funds statements-—not only those of the 
Federal Eeserve Board—chiefly because of lack of primary data on 
gross flows. 

The absence of gross flow data not only reduces the amount of in­
formation available to analysts but is likely to lead to uncertainties 
and errors in the calculation of net flows whenever there are realized 
capital gains and losses or revaluations, and this is the common situa­
tion not only for stocks but for long-term fixed-interest-bearing securi­
ties. In that situation specific adjustments to the net flow estimate 
calculated from balances at the beginning and end of the period must 
be made, using the profit-and-loss statements of the institutions in­
volved in the transactions. Since these statements are rarely available 
in sufficient detail rough estimates usually must be resorted to. Be­
cause of these difficulties adjustments to the net change in holdings as 
shoAvn by opening and closing balance sheets are made only for some 
sectors and assets in the Federal Eeserve Board's flow-of-funds state­
ments. 

The extension of these adjustments to other groups of transactions 
and to other assets and their improvements constitute one of the most 
important steps in refining floAA^-of-funds statements and in adapting 
them to a closer analysis of the capital market. The committee recom­
mends that considerable attention be devoted to this aspect of the 
floAv-of-funds statement, although the derivation of net flows as the 
difference of separate estimates of acquisitions and disposals should 
remain the ultimate objective. 

(h) In the longer run the further development of the flow-of-funds 
statement should be sought, in the committee's opinion, more in the 
direction of increasing the number of subsectors than in the separation 
of assets and liabilities beyond the extent suggested under recom­
mendation (d). Specifically, the present very large nonfinancial 
business sectors (both corporate and noncorporate) might be split into 
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about half a dozen subsectors covering, e. g., manufacturing and min­
ing, public utilities, trade, services, and real; estate. 

Consideration might also be given to any alternative,form of sub-
sectoring that would segregate the large corporations for AA'hich more 
detailed and frequent data are available from the mass of medium 
sized and small enterprises. Such a separation will probably gain in 
importance with the spread of electronic accounting among the larger 
corporations, as this may increase still further the gulf, between the 
information available for them and for smaller corporations, and may 
make it necessary to derive the figures for the tAvo groups of cor­
porations by quite different methods and on a different time schedule. 
- Subsectoring of the present consumer sector may be still further 
off. As far as can be judged from the materia! likely to become avail­
able and the requirements of users the introduction of a small number 
of subsectors based on the source of consumers' income will probably 
be the first step to be given serious consideration. 

3 . INTEGRATION OF FLOW-OF-FUNDS STATEMENTS AND NATIONAL INCOME 
AND PRODUCT ACCOUNTS 

The arguments for or against closer integration of the different 
parts of the system of national accounts are discussed elsewhere in the 
report. Proceeding from the assumption that we want to go as far 
in integration as is feasible Avithout either needlessly complicating 
the resulting systems or disproportionately increasing costs, the ob­
jective should be to minimize the differences now existing between the 
flow-of-funds statement and the national income and product accounts. 
These differences are in structure of accounts, coverage of sectors and 
transactions, classification of transactions, degree of netting, scope of 
consolidation, timing of some transactions, methods of valuation, esti­
mating procedures, and sources of data.^* The objective can be ap­
proached by gradually eliminating all those differences that are the 
result of the peculiarities of the origin of the tAvo systems, or are essen­
tially arbitrary in nature, or can be abandoned Avithout serious loss to 
one of the systems, even though they possibly may have some value to 
some users. (More correctly, the criterion should be whether the loss 
to one of the systems from the point of view of its specific objective is 
regarded as more than offset by the advaritage of integration which 
facilitates joint use of the two systems.) In many cases integration 
on this basis will be easy to achieve, in others it may involve over­
coming considerable substantive difficulties and differences of opinion. 
The specific differences betAveen the tAvo systems which raise the prob­
lem of mutual adaptation are generally too complicated and technical 
to be discussed here and in many cases not yet sufficientiy explored to 
lend themselves to simple recommendations. The principle enunci­
ated at the beginning of this paragraph will therefore have to suffice, 
and ought to suffice provided final integration of the two systems is 
adopted as the goal and there is the Avill to effect a gradual mutual 
adaptation until full integration can be achieved. 

One of the most important fields for integration of flow-of-funds 
statements and national income and product accounts is saving and 
investment. As indicated in chapter V, the flow-of-funds statement 

** Some of these differences have been mentioned under (c), above. 
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produces, with only few changes—primarily the insertion of depreci­
ation allowances—an estimate of saving which fits perfectly into the 
national income and product account and can be used as a check upon 
the direct estimate of aggregate saving Avhich is inherent in the na­
tional income and product account, viz, the difference between current 
income and current expenditure. While that residual estimate of 
saving is by its very nature indivisible, the.measurement of saving 
derived from the flow-of-funds statement has the great advantage 
from the point of view of economic analysis of showing the varioiis 
forms of saving and dissaving. Tables A-13 and 14 in appendix A 
exemplify this integration. 

CHAPTER X I I I . INPUT-OUTPUT TABLES 

1. THE NATURE OF INPUT-OUTPUT TABLES 

An input-output table is, so far as the form of presentation goes, a 
table which shows the flows^of commodities and services—represented 
by their money value—during a given period (usually 1 year) between 
a number of sectors, here generally called industries (whence the al­
ternative name of "interindustry analysis") into which the economy is 
divided. Each entry, or cell, identifies the value of commodities sup­
plied by one and received by another "industry"—the term being 
used for any aggregation of economic units or even production proc­
esses within a firm or plant. An input-output table thus is a com­
plete from-whom-to-whom breakdown of all commodity and serAT.ce 
flows within thet Nation and between the Nation and foreign coun­
tries. Since as a rule the classification of economic units into indus­
tries is the same for suppliers and recipients of goods and services the 
input-output table generally has the same number of rows and columns 
and hence the form which is called in algebra a square matrix. Input-
output tables vary in size from an aggregatiA'-e table distinguishing less 
than 20 supplying and receiving industries, and hence having less than 
400 cells, to very detailed documents Avitli over 400 industries and more 
than 160,000 cells, many of which, of course, may be empty. 

Input-output tables may be regarded as simply an alternative form 
of presenting commodity and serAdce floAvs within a system of national 
accounts and are so treated in chapter V and appendix A. In that 
capacity they provide a powerful check on the completeness and com­
patibility of much of the information used in building up national 
product and income estimates. 

In practice, however, input-output tables have been developed 
primarily for a second, more ambitious purpose; namely, to serve, to­
gether with auxiliary information such as prices and technological 
data, as a tool of decision making in public policy and private invest­
ment planning by business enterprises. This use of input-output 
analysis is called economic or mathematical programing. For this 
purpose input-output coefficients and production functions are derived 
from the input-output data by the mathematical process knoAvn as 
matrix inversion, which requires modern high-speed calculating ma­
chines if the number of industries distinguished is substantial. 

Input-output tables may depict a closed or an open system. In a 
closed system all industries are assumed to be completely interdepend­
ent and their inputs and outputs to be functionally related. For ex-

http://serAT.ce
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ample, consumer households may be considered to constitute one indus­
try having consumer goods and services as input, producing labor as 
output. In an open system, input-output analysis regards some indus­
tries as being; related to the other industries in the economy, but not 
functionally dependent upon them. Hence, in this case consumer 
goods and services and/or producer goods. Government services and 
exports are regarded as final uses or output, i. e., autonomously deter­
mined by factors outside the input-output system. Labor and man­
agement services are regarded as oiiginal inputs, but not as produced 
by a household industry within the system. Also the construction of 
plants and the production of producers' goods has been usually 
regarded as final output of investment goods—autonomously deter­
mined—even though in a truly dynamic model investment goods 
should be regarded as input for future output and hence as an integral 
part of the mutually interdependent input-output system. Thus, the 
tables in their present open, system form answer primarily the ques­
tion : "What output of raw materials and semimanufactured goods is 
needed to produce a given volume of final output; or what output of 
the various industries would be needed to meet an assumed demand 
for final goods and services, a magnitude which is either identical with 
or can be derived from gross national product. This links the input-
output tables with the national income and product accounts. 

2 . HISTORICAL BACKGROUND 

(a) United States -
Input-output tables for the. United States were first presented in 

1941 in W. W. Leontief's work. The Structure of the American Econ­
omy, 1919-1929. During World War I I the use of the input-output 
technique for analysis of Avar production plans was considered but did 
not materialize. However, in 1941 the Bureau of Labor Statistics 
requested Wassily Leontief to construct an input-output table for 1939 
Avhich was used in connection with the analysis of postwar economic 
problems. This input-output table divided the economy into 96 sectors 
Avhich Avere later aggregated into 42 sectors.*^ 

After the war, mathematicians and economists developed methods 
for economic (or mathematical) programing. In order to test the 
economic feasibility of various strategic plans, an up-to-date input-
output table for the American economy was required. The National 
Security Eesources Board, the Bureau of Labor Statistics, and pri­
marily the Air Force, supplied funds for the construction of a compre­
hensive input-output table for the year 1947. This table was con­
structed by the Bureau of Labor Statistics in cooperation with a num­
ber of Federal agencies and some university research organizations. 
The 1947 table was based on data for more than 400 industries which 
were then consolidated into about 200 industries.*' The testing of the 
usefulness of such an input-output table for mobilization planning was 
discontinued in 1953 before the testing program was completed. 

8' The aggregated table is described in Full Employment Patterns, 1950 * * *, appendix 
A (Bureau of Labor Statistics, May 194G) : it is also reprinted as table 24 of W. W. Leontief, 
The Structure of the American Economy, 2d edition. 1951. 

s" For a brief description, see W. D. Evans and M. Hoffenberg, The Interindustry Relations 
study for 1947, The Review of Economics and Statistics, May 1952. For details see Input-
Output Analysis: An Appraisal, Studies in Income and AVealth, vol. 18, 1955, and the 
accompanying Input-Output Analysis Technical Supplement, National Bureau of Economic 
Research. 1954. 

4.-.i:;;7T ()—.->8 10 



144 NATIONAL ECONOMIC ACCOUNTS, 

The input-output studies in the; United States were conducted rela­
tively independently of the national accounting work, at least admin­
istratively. National account data (especially gross nationalproduct) 
were used for making the economic projection of. iinali'demand.-
Input-output coefficients theri provided the means for relating the 
input and output of various industries to the stipulated final demand 
of future years;:.' However, the work was done essentially outside the 
National Income'Division, primarily by the Bureau of Labor Statistics 
and in the Department of Defense. 

(5) Abroad^'' 
One or more input-output tables riow exist for the folloAving coun­

tries: The United Kingdom, NorAvay, Denmark, the Netherlands, 
Italy, Canada, and Japan. Discussion of plans for input-output work 
is also taking place in Sweden, France, and Yugoslavia. Iri those 
countries where there is a central statistical office (such as Norway, 
Denmark, the Netherlands, and Canada) the input-output work forms 
an integral part of the country's miified statistical system and has 
developed to a considerable eixtent as a byproduct of the national 
accounts. The latter is true even in countries where statistics are not 
centralized administratively. 

In putting together any input-output table, there are alternative 
ways of classifying and tracing the flows'of goods and services through­
out the economy. The criteria chosen in setting up the accounts, how­
ever, are not neutral in terms of their economic implications. In most 
of the above countries where foreign trade is extremely important, the 
success or failure of an input-output table and its analytical uses may 
well rest on the estimators' ability to portray realistically imports and 
exports, e. g., to distinguish between the so-called competitive and 
noncompetitive imports. Where foreign trade is of crucial impor­
tance for the economy, it is not adequate to treat imports and exports 
in the somewhat arbitrary manner as done in the United States. 

3 . POSSIBLE APPLICATION OF INPUT-OUTPUT TABLES 

, Input-output studies are still in an experimental stage. Therefore, 
statements about the usefulness of these tabulations must to some 
extent be of a speculative nature. Nevertheless, more can be said 
today than a decade ago when the first large scale attempt at de­
veloping an input-output table was initiated. 

{a) National defense and survival planning 
As mentioned earlier, the 1947 input-output table was developed 

primarily for the purpose of testing the economic feasibility of various 
mobilization programs. At that time the problem was: What amount 
and what kind of war material production Avould be economically 
feasible if the United States productive capacity over a period of per-
sumably several years had to be converted from a peacetime to a full 
war mobilization basis? This question arose out of World War I I 
experience. Input-output tables would be of great usefulness for 
examining this kind of problem. 

HoAvever, military strategy has since been adapted to the use of 
atomic weapons. Today a major war may be decided by weapons in 

? See Input-Output Tables: Recent Experience in Western Europe, in United Nations, 
Economic Bulletin for Europe, May 1956. 
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existence rather than by an economic poteritial for developing a muni­
tions industry. Therefore economic feasibility studies for defense 
planning, though still important, are no longer of the same significance 
that was attributed to them on the basis of World War I I experience. 

Nevertheless, representatives of the Office of Defense Mobilization 
and the Defense Department have pointed out the iniportance of in­
put-output analysis in connection with planning for postattack sur­
vival and possible bomb damage analysis. The question here Avould 
be: How could the economy best adjust to dislocation and destruction 
of parts of its productive capacity? To deal with these problems 
Avould require a finer statistical breakdown byproducts and regions 
than is required for general purpose tabulations. However, the avail­
ability of a general mput-output table would greatly facilitate such 
analysis and improve programing efforts for national defense and 
survival planning. 
(5) Other Government purposes 

The Govemmerit participates in.long range investment planning in 
the field of resource development-such as water supply, energy supply 
and land reclamation. In other fields the Government is irivolved in 
long range planning through its conservation policies. In appraising 
the future use of resources national accounts proections are a primary 
tool. 

Input-output tables can be quite useful for identifying individual 
industries or key products within the projected national aggregates. 
They can also be of use in the examination of specific problems of 
economic policy— such as in the examination of the impact of foreign 
aid or of changes in tariff policy on the domestic economy. In such a 
situa;tion input-output tables -vvould help trace the impact of the for­
eign aid program not only on industries directly affected but also on 
those activities indirectly affected by foreign aid shipments or by 
imports.®* The input-output approach could also be used to help 
measure the economic impacts on various industries and activities of a 
change in general government policy—e. g., to indicate what would be 
the effect of a program of military disarmament on various sectors in 
the economy. • 

(<?) Business investment programing and market analysis 
A growing number of corporations are engaged in long term invest­

ment planning which, in many instances, involves a tour step ap­
proach:, . 

(1) Projecting gross national product and its major compo­
nents. 

{2) Projecting the market for particular lines of products 
Avithin these gross national product aggregates. 

(3) Determining the share of the market the particular firm 
uses as a target for planning purposes. 

(4) Determining the investment program which should enable 
the firm to reach its target. 

In making the transition from the first to the second step an input-
output analysis can be very helpful to business decision makers. I t 

' 'See The Foreign Aid Programs and the United States Economy, a study by the Na­
tional Planning Association prepared for the Special Committee of the Senate To Study 
the Foreign Aid Program, No. 9, 85th Cong., 1st sess.- (March 1957). 
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permits businessmen to estimate the increase in output for particular 
industries (or products) which would be in accord with the posited 
increase in final demand (gross national product broken down by end 
products). 

In this way business is aided not only Avith regard to its market 
analysis outlook, but also with regard to its investment plans. Many 
competent analysts have pointed out that this kind of analysis is not 
only useful for business from the aspect of sustained profitability, but 
that it also introduces a factor into the economic system which Avill 
tend to promote balanced economic growth. I ts availability and use 
will make possible what has been called a dynamic market analysis, 
that is, an appraisal of future markets within the frame of reference 
of a growing economy. We believe that the Government should assist 
this development by the supply of the proper statistical tools. _ 

A number of larger firms employ their oAvn economic analysis 
staffs competent to make use of input-output, tables for purposes of 
investment planning and market analysis. Increasingly, consulting 
firms are concernmg themselves with this kind of work on a contract 
basis. The input-output technique could be put to Avidespread use by 
a great number of middle sized firms through recourse to the modern 
computing equipment available to those consulting firms. 

(d) Input-output tables as a check on statistical accui^acy 
Basically, an input-output table is an arrangement of statistical 

information Avithin a certain accounting framework. I t can be used, 
as indicated above, for identifying gaps and inconsistencies in that 
information. For that purpose, summary tables with a limited num­
ber of industry sectors could indicate where additiorial statistical infor­
mation is needed. In general, this purpose should be regarded as a 
byproduct, rather than as a primary objective of input-output tables. 
Nevertheless, the preparation of input-output tables, together with 
the other systems of national accounting, can serve as an integrating 
force in economic statistics, particularly since the emphasis of the 
input-output approach is real products and services as contrasted 
Avith monetary flows and income transactions of the other major na­
tional accounting techniques. This possibility is not entirely theoreti­
cal. I t Avas the work on the 1947 input-output table Avhich pointed 
possibly more conclusively than anything else to shortcomings of the 
current construction statistics and gave impetus to the drive for 
improving these statistics Avhich is still underAA'ay and Avhich the 
committee has endorsed in chapter XI , section 2.c. 

4. POSSIBILITIES AND LIMITATIONS OF INPUT-OUTPUT TABULATIONS 

We recognize that after about 15 years experience here and abroad 
input-output statistics are beyond the pilot study stage. Nevertheless, 
they are still of an experimental nature. • 

One may envisage at some future time that there might be devel­
oped an accounting system Avhich Avould automatically yield the in­
formation needed for a comprehensive continuous census of iudustrial 
and business activities, and would thus at the same time provide the 
raw statistical material for the national income and product ac­
counts, for floAv-of-funds statements and for interindustry flows of 
products and services. Information Avould proceed from the busi-
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ness unit directly to the final suminarization' in national accounts and 
input-output tabulations. With the iiroSpect for Avider use of elec­
tronic bookkeeping and processing equipment, such ari outlook may be 
visionary but not Utopian. (See also ch.XV.) 

For a considerable time to come, howeA^er, yve have to resign our­
selves to the fact that there will not be a steady flow of the required in­
formation from firms and households for use in final national ac­
counts. Particularly, the information proAaded by business firms in 
the census and the other basic statistics sources Avill not be in a form 
Avhich can be directly used for input-output tabulations. Estimates 
and adaptations from aA^ailable statistical information must still be 
made Avhich can be used for the input-outiiut tables. Particularly, 
the census information with respect to the relatioiiship of capital 
equipment to production is very scanty, to say the' least, a deficiency 
Avhich makes it difficult to place the input-output tables on a dy-
riamic basis. 

The construction of a comprehensive interindustry table is a major 
statistical undertaking Avhich can be done only once every feAv years. 
In spite of the fact that the censuses do not yield all needed informa­
tion, they still remain the basic source of data. Therefore, the in­
put-output tables should be constructed preferably for years for 
Avhicli major economic censuses, particularly the census of manufac­
turing industry, are undertaken. 

HoAvever, it is possible to keep such an input-outpt table up-to-date 
by patch-up Avork for a limited period. For example, the 1947 table 
has been revised up to 1952 by modifying input-output coefficients 
Avhere substantial changes in technology or substitution in the use 
of raAv materials have occurred. 

We have already suggested that the Governinent's general input-
output work should be of the nature of general purpose estimates. 
These, estimates are based primarily on the census information which 
uses the "establishment" as a statistical unit. The breakdowri by indus­
tries should be fine enough to achieve a satisfactory degree of homo­
geneity within each industrial, group. But it should hot be so fine that 
the output of many establishments AÂ ould belong to several industry 
groups, thereby requiring extensive splitting of inputs. x\. 400 to 500 
industry breakdown appears to be the maximum compatible with this 
principle. 

For specific purposes, particularly for purposes of postattack sur­
vival planning and vulnerability analysis, special tabulations may be 
required. These may necessitate even more detailed information and 
in crucial areas may identify input-output relationships for in'dividual 
products and industrial processes. A general purpose tabulation can 
only provide a frame of reference for such special analyses. 

5. RECOMMENDATIONS 

The'Committee feels that input-output. Avork should be considered 
as an important aspect of the national accounting system. 

(a) We recommend that an abbreviated interindustry table he-con­
structed on the basis of 1954 census data. 

(5) A fairly detailed input-output table should be constructed on'" 
the basis of the 1958 economic censuses. This committee is not in a 
position to make a recommendation as to the exact detail that Avould 
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represent thei best compromise between the needs of the users and the 
unavoidable financial limitations. In formulating the schedules for 
the 1958 censuses, consideration should be given to questions which 
Avould give information neecied.for the input-output tabulatioiis. For 
example,.inforination is needed regarding value added estimates for 
the trade sector. For manufacturing establislimentsamore inclusive 
listing of the various input materials consumed in the production proc­
ess would be useful, and more detailed information regarding capital 
equipment would be desirable. I t is also recommended that the census 
provide more information on the sales of specific products from manu­
facturing industries, using the same method as that developed for the 
1954 Census of Manufactures. The cost of gathering specific statis­
tical information ,(e- g-, on advertising, insurance, etc.) may be too 
high to be included in a complete census tabulation. In this case, con­
sideration should be, given to collecting such data periodically on a 
sample basis as part of the census annual survey of manufactures. 
This kind of information Avould fill some of the statistical gaps in con­
structing a 1958 input-output table. 

(c) Experimental Avork on capital-output coefficients and on 
regional breakdowns of input-output tables should be encouraged. 
(See discussion in ch. XIV, sec. c.) As far as possible such ex­
ploratory work should be carried outside l̂ he Federal Government. 

(d) A simplified annual input-output table is included in the inte­
grated system of national economic accounts outlined in chapter V 
(table A-6) . 

CHAPTER XIV. NATIONAL BALANCE SHEET 

1. T H E FUNCTION OF BALANCE SHEETS AND THEIR PRESENT STATUS W I T H I N 
THE, SYSTEM.OF NATIONAL ACCOUNTS 

'Wliile the United States has had an official annual estimate of na­
tional income for a quarter of a century, no steps have yet been taken 
toAvard estahlishing the national balance sheet as a regular feature 
of our official national economic accounts. This may come as a sur­
prise to businessmen, and even to laymen only vaguely familiar with 
accounting, since balance sheets and income accounts are usually 
regarded as the two primary and complementary parts of a system 
of accounts. Indeed, in the balance-sheet field there has been definite 
retrogression in marked contrast to the rapid £vdvances made in the 
last few decades in the national income and product accounts. Up to 
the 1920's, long before official or unofficial national income estimates 
'became a regular feature, an estimate of national wealth'constituted 
part of our decennial census. I t was prepared for the last time for 
the year 1922.̂ " In this field work even outside of the Federal Gov­
ernment is now so rare that Ave are limited to 1 continuous and rea-
soriably up-to-date set of national wealth estimates and 1 set of na­
tional balance sheets for half a dozen benchmark dates since the turn 
of the century, and both these attempts have become available only 
recently.^" 

'»National Wealth a.nd Income, Federal Trade Commission, 1926. 
«> R. AV. Goldsmith, A Study of Saving in the United States, vol. I l l , pt. I, Princeton 

University Press, 1956; see also Thirty-Seventh Annual Report of National Bureau of 
Economic Research, Inc., pp. 34-36. 
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The economic.statistics available to business, government, and aca­
demic users have alAvays included many of the buiMing blocks for 
a national balance sheet and for balance sheets for economic sectors. 
The tabulation of balance sheets of corporations in Statistics of In­
come since 1926 probably represents the outstanding example of data 
usable Avithout or Avith only minor adjustments in national and sectoral 
balance sheets. Other examples are the combined balance sheets for 
the main types of financial institutions—banks, saving and loan as­
sociations, and insurance companies; the data on current assets and 
liabilities of corporations prepared by the Securities Exchange Com­
mission and the Federal Trade Commission; the statistics on the 
holdings of Treasury securities by different groups of owners; the 
estimates of holdings of liquid assets by sectors prepared by the Fed­
eral Eeserve Board; and the balance sheet of agriculture prepared an­
nually by the Department of Agriculture. Among statistics usable less 
directly in building up national or sectoral balance sheets, mention 
may be made of the values of owner-occupied homes reported by 
the census; estate tax returns, and sample information on selected 
assets and liabilities collected by the Survey of Consumer Finances. 

What we have been missing until recently are the systematic col­
lection of these statistics; the provision of estimates for those items 
in the national and sectoral balance sheets for which no data are as 
yet available; and the integration of all this material into a frame-
Avork consistent with regard to delimitation of sectors, definition 
of assets and liabilities and valuatiori. Though one attempt to de­
rive such consistent national and sectoral balance sheets has been 
made, it had in many cases to use A'̂ ery rough estimates in need of con­
siderable refinement, and is waiting to be put on a current basis.®' 

The neglect of the balance-sheet aspect of national accounting is 
rather striking in view of the many analytical uses to which the 
figures can be put and of several significant developments in economic 
theory—such as the accelerator, and the Pigou effect—^that call for 
balance-sheet data for verification and concretization. Among the 
analytically and practically important uses of national or sectoral 
balance sheets are: 

(a) Capital-output ratios, Avhich in one form or another have be­
come an important factor in the theoretical treatment and the statis­
tical analysis of economic groAvth. 

(b) Debt-equity or debt-asset ratios, helpful in the analysis of finan­
cial developments and business cycle. 

(c) Liquidity ratios (the proportion of assets of different degrees 
of iicjuidity to total assets or to certain types of liabilities), which have 
come to play a considerable role in monetary analysis. 

(d) Velocities of turnover of different types of assets (figures sim­
ilar to the well-known velocity of circulation of money, useful in mone­
tary and busiriess-cycle studies. 

(e) The financial interrelations ratio (the proportion of tangible to 
intangible assets in the national balance sheet), a measure of the density 
of financial relations and changes in it, that is of some value as an indi­
cator of balance between the real infrastructure and the financial 
superstructure of an economy. 

" Cf. sec. 3, hereafter. 
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(/) Size distributions of assets and net worth Avithin sectors, par­
ticularly household and business, important tools in the analysis of 
structural changes in the economy and in the evaluation of the social 
effects of economic growth. 

- 2 . CONCEPTS 

The concepts of the national balance sheet and the national, wealth 
statement are essentially not more difficult—indeed, they are probably 
simpler—than those of national income and product. The national 
balance sheet is the result of adding together the balance sheets of all 
economic units in the United States—business enterprises, incorpo­
rated and unincorporated; households; nonprofit organizations; and 
governments. Similarly, sectoral balance sheets are the sum of the 
balance sheets of all units belong to the sector. The national Avealth 
statement and the parallel sectoral wealth statements are best regarded 
as partial balance sheets limited to tangible assets and, for the Nation, 
net foreign balance. ,s 

The relationship betAveen balance sheets and Avealth statements can 
then be simply expressed in accoimting terminology by the statement 
that the national (or sector) balance sheet is the combined.balance 
sheet of all units in the nation (sector), Avliile the national (sector) 
Avealth statement is their consolidated balance sheet. The difference 
between, the tAA'o statements, as is well knoAÂ n, is the treatment of 
creditor-debtor and stockholder-issuer relationships among units be-
loliging to the same nation (sector). All claims and liabilities arising 
from these relationships are preserved in the combined national (sec­
tor) balance sheet. On the other hand, claims and liabilities, as well 
as stockholdings and the corresponding figures for stock issued, are 
eliminated in the consolidated balance sheet, i. e., the wealth state­
ment, because they offset each other and do not represent claims of 
national (sectoral) units against or liabilities to foreign units. The 
table folloAving indicates these relationships and lists the main items 
included in the national (sector) balance sheet and wealth statement."^ 

A. NATIONAL BALANCE SHEET OF UNITED STATES 

I. Tangible assets in United States 
1. Reproducible 
2. Nonreproducible 

I I . Claims against United States debtors 
I I I . Equity securities of United States issuers 
IV. Claims against foreign debtors and equities in foreign properties a n d 

enterprises 
V. National assets 

VI. Liabilities to American creditors 
VII. Equities of United States issuers held by American owners 

VIII. Foreigners' claims against American debtors; foreign holdings of tangible 
assets in United States and of equities of American issuers 

IX. National ne t worth ' '. 
X. National liabilities and net worth 

• "^Thls table is intended to brinp out the main accounting relationship underlying a na­
tional balance sheet and a national wealth statement. I t is not an operational document 
like table A-14 in appendix A, which shows the main rows and columns in a national and 
sectoral balance sheet. 
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B. NATIONAL WEALTH STATEMENT CF UNITED S'TJ^TES 

I . Tangible assets in United States 
1. Reproducible 
•2. Nonreproducible 

II. Net foreign assets (item IV less item VIII of A) 
III . National wealth 
IV. Net Avorth 

1. Households 
•2. Nonprofit institutions 
3. Government 

V. National net Avorth 

Virtually all conceptual and statistical problems that arise in con­
nection with national balance sheets and national wealth statements 
can be attributed to,tAvo problems. , 

First, national (sector) balance sheets or wealth statements, to 
make economic sense, must be based on balance sheets of the com­
ponent units which are uniform with respect to scope and classifica­
tion of assets and liabilities and to their valuation. 

Secondly, a choice must be made among the various theoretical 
possibilities of valuing assets and liabilities. This choice is much 
more difficult than in the case of national income and product. The 
reason is that most of national income and product reflects actual 
transactions which are entereed into the accounts at the values un­
equivocally established at the time the transactions occur. There are, 
of course, exceptions such as imputations and some questions of valu­
ation such as the choice between factor cost and market price, both 
problems that have been discussed in chapter V. The proportion of 
transactions for which these problems are important is however much 
smaller in the national income and product account than in the na­
tional balance sheet or the national Avealth statement. ObA'iously in 
any 1 year only a small fraction of the total stock of assets changes 
hands permitting a market value to be unequivocally established. 
Moreover, certain types of assets, particularly large goA'ernmental 
and private structures, virtually never change hands for a measurable 
monetary consideration. Hence, the value of the stock of tangible 
and intangible assets cannot in principle be based on actual transac­
tions occurring close to the point in time for which the balance sheet 
is draAvn up. "Valuations in the national balance sheet must of neces­
sity be based on other data. 

Of the various possible bases of valuation, original cost to the 
owner, either undepreciated or depreciated—the latter the prevailing-
usage in business accounting—cannot be used Avhen the figures are 
intended for certain important types of economic analysis. As a rule, 
assets are acquired at different times and prices change over time. 
Mere summation of original cost values found in the balance sheets of 
different units Avould often result in an arithmetic aggregate Avithout 
economic meaning. Similarly, for reasons mentioned above, it is not 
possible to value all items in the balance sheets of the different units at 
market value. This cannot be done even if one is Avilling to apply the 
valuation of items actually changing hands by analogy to the total 
stock for those types of assets and liabilities for Avhich an active 
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market exists, such as is the case for single-family homes, automobiles, 
and farmland among tangible assets and for corporate and Govern­
ment securities among intangibles, because virtually ho market prices 
are available for very important classes of assets such as nonresiden­
tial private structures, producer durables, in-process inventories, and 
many assets OAvned by the Government. ' . ' 

Statisticians will, therefore, be forced to combine different bases of 
valuation for different types'of assets and liabilities, and to use "con­
structed" values rather than market values for some types of assets. 
The most important case calling for such constructed values are repro­
ducible tangible assets. These can be valued, if valuation at current 
prices is desired in order to combine the figures with current values of 
nonreproducible tangible and intangible assets, by depreciating orig­
inal cost to the first purchaser within the Nation and then adjusting 
for price changes between the date expenditures were incurred and the 
date for which the balance sheet is drawn up—a procedure which 
admittedly is not entirely satisfactory for all purposes. The same 
procedure can be used too obtain values for the stock of reproducible 
tangible assets in constant (base period) prices. In that case, the 
original cost of the assets is translated from current to constant prices 
by the use of appropriate price indexes. This is the so-called perpet­
ual inventory method."^ 

National (or sector) balance sheets or wealth statements can then 
be built up by combining: (a) The price adjusted depreciated orig­
inal cost of reproducible tangible assets with (&) the market value 
of certain types of intangible assets for which an active market 
exists, and (c) the par or face value of other types of intangible as­
sets and of liabilities,' particularly for short-term claims. 

This is probably the best that can be done to obtain reasonably con­
sistent estimates for national (sector) balance sheets and wealth 
statements either in current or base-period prices. The latter, parallel 
to deflated national-product estimates, are essential' for economic 
arialysis, where often the influence of price changes must be eliminated 
in order to bring out economically relevant movements and relation­
ships. 

3 . STATUS OF WORK 

Up to 1922, a national wealth estimate was prepared in increasing 
detail as a part of the decennial census. After abandonment of offi­
cial national wealth estimates 2 attempts were made to continue the 
figures, 1 extending them on an annual basis with some modifica­
tions through 1933,^* and the other providing estimates of the main 
components of national wealth, also on the annual basis through 1936.̂ ^ 

Between the late'1930's and 1950, no estimates of national wealth 
emanated from either.official or unofficial sources. A new set of esti­
mates, based primarily on the perpetual inventory method, which has 
been available since that date, now covers the period of 1896 to 1949 
on an annual basis, distinguishing about 2 dozen different components 

i»For a description and discussion of this method, see Studies in Income and Wealth, 
vol. XIV, pp. 7 ff., and R. W. Goldsmith, A Study of Saving, vol. I l l , table W-7. 

»* A study of the Physical Assets Sometimes Called Wealth of the United States, 1922-
33, Bureau of Economic Research, University of Notre Dame, Ind. 

•"5 National Industrial Conference Board, Studies in Enterprise and Social Progress, pt. 
-II, 1939. 
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of national wealth. Estimates are presented .on the basis of current 
prices as well as of base period (1929) prices.'^ This set of estimates 
is now being rcAdsed from the period 1946 on and extended through 
1956. I t is expected to become available in the near future in the 
form of an '̂occasional paper" of the National Bureau of Economic 
Research.*^ 

While the number of national wealth statements that have been 
prepared officially or privately in foreign countries in the past is 
extremely numerous—though most of them antedate World "War I— 
there is at present no country that regularly publishes such a state­
ment. A few countries, notably the Netherlands^ have at some time 
during the postAvar period issued estimates of national wealth as part 
of their work on the national accounts, but these statements are avail­
able only for one or at most a few dates. The committee has, however, 
been informed that some countries, particularly the Scandinavian 
countries, are considering the addition of national wealth statements 
to their system of national accounts and have done a considerable 
amount of preparatory work. 

In a feAv countries there are private or semiofficial estimates of 
national Avealth, or at least reproducible wealth, usually on an annual 
basis. This is the case, for instance, in Great Britain *̂ and in Canada. 

The International Association for Research in Income Wealth is 
devoting one of the sessions of its 1957 meeting to the subject of na­
tional Avealth. It is expected that the papers being prepared in con­
nection with this meeting will include estimates of national wealth, 
usually along the perpetual inventory method, for about a dozen coun­
tries including Canada, the Netherlands, Norway, Western Germany, 
India, Australia, and Japan. Most of these estimates, however, are 
expected to refer to only one or a few years during the postwar 
period. 

There never has been an official estimate of the national balance 
sheet of the United States. Apart from a pioneer attempt referring 
to the years 1929 and 1936, unofficial estimates are limited to the set 
published in A Study of Saving, volume I I I . This set provides rough 
balance sheets for the years 1900, 1912, 1922, 1929, 1939, 1945, and 
1949. I t shows figures for 11 sectors and distinguishes 9 types of 
tangible and 21 of intangible assets and 14 types of liabilities and net 
worth and is expressed throughout in current values. An extension of 
these estimates to 1952 and 1955 is in preparation as part of the Na­
tional Bureau's Postwar Capital Market Study. Preliminary figures 
for 1955 have just been published and are reproduced in appendix G. 

The only official or semiofficial, national balance sheet for a foreign 
country that has come to attention is a rough estimate for the Nether­
lands for 1939 and a few postwar years.®^ 

"The latest and most detailed published version of these estiniates will be found in 
R. W. Goldsmith, A Study of Saving In the United States, vol. Ill, pt. I, Princeton Uni­
versity Press, 1956. 

" For some preliminary results compare 37th Annual Report of the National Bureau of 
Economic Research, pp. 34-36. 

<» Net Investment In Fixed Assets In the United Kingdom, 1938-53, by Phillip Redfern. 
Journal of the Royal Statistical Society, vol. 118, pt. 2,1955. 

™ See J. B. D. Derksen, A System of National Book-Keeping, 1946; Centraal Bureau 
voor de Statlstlek, Statistische en Bconometrische Onderzoekingen, IV, 1 (1954). 
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4 . CONNECTION WITH OTHER SEGMENTS OP NATIONAL ACCOUNTS 

(a) With national income and product accounts . 
There is a close connection in business' accounting between the in­

come account and the balance sheet by virtue of the.fact that saving 
(undistributed profit), defibaed as the difference between current in­
come and current expenditure, is equal to the change in earned net 
Avorthj and that accumulated saving, capital contributed and realized 
capital gains and losses are equal to total net worth. This relation­
ship is valid only when, as is generally the case in business accounting, 
there are no revaluations and no account is taken of mirealized capi­
tal gains and losses. . 

Similarly, in the national balance sheet, national saving is equal to 
the increase in national net worth, and national accumulated saving is 
equal to total national net worth at the balance sheet.date so long as 
realized and unrealized capital gains and losses are excluded; i. e., if 
thebalance sheet is drawn up in terms of national original cost. Thus, 
national net worth in original cost is equal to national saving summed 
over time. 

The same relationships hold^and this is relevant in connection 
with the treatment of capital consumption allowances discussed in 
chapter VI I , section 1 a—if realized and unrealized capital gains or 
losses are taken into account. In that case such revaluations must, 
however, be regarded as constituting part of current income and hence 
of saving. This calculation, of course, can be carried out only in cur­
rent monetary values and is not directly aAfailable for translation into 
constant prices, hence the question of shifting from original to replace­
ment cost depreciation does not arise. Under this approach, the fol­
lowing relations obtain: 

Change in current value of assets minus change in current value 
of liabilities equals— 

Change in current value of net worth. 
Change in earned surplus plus net revaluation. 
Gross income minus original cost depreciation minus 

dividend payments plus capital contributed plus net revalua­
tion. 

Estimates along these lines, while of substantial interest for study­
ing changes in the distribution of wealthj are probably too unfamiliar 
and have to rest in part on too speculative calculations to be recom­
mended as part of the official national accounts. 

(5) With money flow accounts 
The moneyflow estimates of both Professor Copeland and of the 

Federal Reserve Board include partial national and sector balance 
sheets as they carry information on the amount of claims of different 
type held by each sector and on the amounts of liabilities OAvned by 
them. The moneyflow studies thus lack on the asset side figures for 
the stock of tangible assets and for holdings of corporate stock, and 
on the other side data on corporate stock issued and net worth for 
complete sectoral or national balance sheets. 

(c) With input-outpwt statements 
The input-output statements for the United States that have been 

published, i. e., that of Professor Leontief for the years 1919, 1929, 
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and 1939 and that of Bureau of Labor Statistics for the year 1947,^ 
have no specific connection with balance sheets or wealth statemerits. 
In all these cases, the square matrixes that constitute the core of tiie 
input-output, studies, are limited to flows between sectors during one 
year and make rio distinction betweeri current floAvs and flows on cap­
ital account. Hence, Avhile the matrixes indicate tlie amounts of goods 
and services that are supplied in the given period by each of the dif­
ferent sectors distinguished to produce each dollar or unit output in 
every sector, they give no,indication of the stocks of durable goods 
and inventories, or of the amounts of fixed assets acquired during 
the period, that are associated with each dollar, or unit, of output. 

Attempts have recently, been made to include in the input-output 
matrixes the requirements for capital goods and inventories per 
monetary or physical unit of output of the different Sectors.^ I t is 
too early to say Avhether these attempts, Avhich invoh^e the introduc­
tion of something like capital-output ratios into them, AAdll be suc­
cessful and Avill become a regular feature of future matrixes. If this 
should be the case, a fairly close relation, of course, Avould be estab­
lished betAveen input-output studies and balance sheets and Avealth 
statements,. and it might be expected that the more detailed work 
on capital stock and capital expenditures of individual industries that 
Avould have to accompany this Avorking out of input-output matrixes 
would produce information available'for a finer industrial breakdoAvn 
of the estimates of tangible assets in the national balance sheets and 
wealth statements. 

5. RECOMMENDATIONS 

At the present time, the main gaps in the information available 
for national balance sheet estimates may be summarized as follows, 
assuming that what is desired is a reasonably detailed and reliable 
statement for the same sectors AAIIICII are being considered separately 
for the national income and product accounts. 

(a) Absence of .census-type figures for the value of all residential 
real estate, or at least for single family homes, that can be used as 
a check against the perpetual inventory figures. At present such 
figures are provided by the census of housing only for OAvner-occupied 
homes and the figures are available for no later date than 1950. 

(b) Lack of any benchmark for the current value of nonresidential 
I'eal estate. A study, noAV underAvay at the Bureau of the Census, 
Avhich tries to diAdde assessed A'aluations by type of property and 
attempts to establish from independent data typical relationships 
betAveen market and assessed values Avill constitute a first step in this 
direction. 

(c) Absence of information on the distribution of OAvnership of 
nonresidential real estate among the different sectors, particularly as 
betAveen corporations, unincorporated business and nonprofit insti­
tutions. '̂ '̂ Hiile such data are not required for a national balance sheet 
or Avealth statement they are essential for sectoral balance sheets. 

(d) Insufficient information on actual lives of structures and of 
producer durables. The absence of these data makes the perpetual in-

^ These documents have been discussed in some detail in ch. XIII . 
= Ret", e. ff., R. N. Gro.sse. The Structure of Capital in Studies in the Structure of the 

-American Economy. Theoretical and Empirical Explorations In Input-Output Analysis, 
edited by AA'. Leontief, O-xford University Press, 1953. 
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ventory estimates which are derived from the cumulation of depreci­
ated original capital expenditures on the basis of assumed lives, 
usually taken from .bulletin F of, the Internal Revenue Service, last 
revised morethan a decade ago, rather precarious. : , 

(e) Lack of comprehensive estimates of the current, market value 
of knovvTi or presumed subsoil assets and of forest land. 

(/) Absence of a benchmark for the value of Government structures 
and, less serious, producer durables and equipment owned by the Gov­
ernment. An important step to remedy this deficiency is noAV being 
taken by the Committee on Grovernment Operations, but the day when 
compreitiensive and consistent valuations,of all assets of the Federal 
Government will be available still seems to be several years off".' 

(ipf) Estimate of .market value of foreign investments. At the 
present time only book values are available in the case of direct invest­
ments and they necessarily often differ considerably from current 
A-aluations. : _ 

(h) Absence of any consistent and comprehensive information on 
the value of tangible assets of State and local governments. 

(i) Lack of a comprehensive and consistent balance sheet for un­
incorporated business enterprises. At the present time practically 
the only available data are limited to the tabulations of balance sheets 
of partnerships submitted with their tax returns Avhich is now being 
undertaken on a biannual basis by the Internal Revenue Service. The 
scarcity of reliable information on the different items of assets and 
liabilities of unincorporated business is probably the most important 
single factor preventing a considerable improvement in the quality 
of our national balance sheet. 

As practically every item in the rough national wealth statement 
and balance sheet that is now available is susceptible to improvement 
and most of the important gaps in information have just been listed, 
there is not much point in making specific recommendations. What is 
possibly appropriate is an expression of the committee's views regard­
ing work in this field over the next few years. 

The committee feels that as part of a long-range program of im­
provement and expansion of our system of national accounts the de­
velopment of comprehensiA^e and consistent national and sectoral bal­
ance sheets oh a regular periodic (if possible annual) basis should be 
taken in hand as soon as feasible. 

The committee, hoAvever, recognizes that there are still so many un­
resolved conceptual problems in this field and that the estimates are 
in many cases necessarily still so rough that the next step should nof 
be the immediate attempt by a Governinent agency to develop balance 
sheets or even national Avealth statements. It seems to the commit­
tee that this is the field for a thorough study, exploratory and experi­
mental in part, possibly by one of our private research institutions. 
Such a study Avould probably require an intensiA'e effort over several 
years. It might be expected to result in, first, the development of 
superior methods of estimation and in improved actual estimates for 
many types of assets and liabilities; and, secondly, in a concrete plan 
for the collection of data in fields Avliere only a Government agency is 
likely to secure the necessary, information. After such a prepara­
tory study the time Avill probably have arriA-ed for one of the statis-

' See discussion in ch. VII, sec. 8. 
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tical agencies of the Federal Government to take over the prepara­
tion of periodic national and sectoral balance sheets as a regular fea­
ture, integrated, of course, with other parts of the national accounts^ 

Work on this broader and iriore intensive project, hoAvever, should 
not interfere with the development by the National Income Division 
of their rough estimates of the value of some components of the stock 
of durable reproducible assets, particularly those components that are 
necessary for introducing depreciation alloAvances into the national 
accounts (e. g.̂  Government structures and consumer durables) or 
providing alternative depreciation alloAvances on a replacement cost 
basis (private structures and producer durables). 

CHAPTER XV.; T H E CHALLENGE OF ELECTRONIC ACCOUNTING 

The cominittee has liot made more than a cursory inquiry into the 
potentialities that electronic accounting holds for the national accounts 
as for many other fields of economic statistics. This neglect does not 
mean that m the committee's Adew the introduction on a large scale of 
electronic accounting in business and government, Avliich may be ex­
pected to take place over the next 5 to 10 years, though it may take 
decades to be deA'eloped fully, does not have very important implica­
tions for national accounting. Quite on the contrary, the challenges 
and the promise of electronic accounting for the national accounts are 
so great that only a group of experts concentrating their attention oil 
this field can, the committee believes, do justice to the problem. 

The committee, however, feels justified in making two observations. 
First, once electronic accounting is adopted by a substantial proportion 
of large business and governmental organizations—and by means of 
service contracts possibly also by medium-sized business enterprises— 
it will become possible to obtain certain types of economic information 
crucial for the national accounts, as AA'CU as for other purposes, with a 
speed and in detail difficult to visualize under present methods. This 
applies, in the national accounting field, primarily to data on pur­
chases, sales, inventories, payrolls, capital expenditures, and liquid 
assets. The speedup of the data, reducing the lag of their availability 
behind the close of the accounting period to not more than a few days, 
will be of particular importance for national accounts for quarters and 
shorter periods. The availability of additional detail in the form of 
classifications of transactions by commodity and by type and location 
of buyer and seller, will also be A-ery important in improAdng the 
annual national accounts and in developing regional accounts. 

Secondly, many of the potentialities of electronic accounting for the 
national accounts will be realized only if thought is giA ên soon to how 
best to take advantage of the neAv data-processing equipment. This 
involves matters such as the inclusion in the electronic accounting sys­
tem of items of special interest for the national accounts and uniform­
ity in coding (or at least arrangements under which codes used by 
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different systems of electronic accounting or by different enterprises 
can be translated into each other) .* 

The internal recordkeeping of business and government organiza­
tions with few exceptions—such as the census statistics—will always 
remain the main justification for the introduction and development 
of electronic accounting systems. What is needed is so to arrange 
matters that the statistics for the national accounts and other statis­
tical programs are furnished as far as possible as a byproduct of these 
normal bopkkeeping processes. For this reason the connnittee hopes 
and urges that an intensiA'e study of the impact of electronic account­
ing on the national accounts and of the fitting of national accomiting 
data into the developing electronic accounting systems will be started 
as soon as possible. This should be a cooperative undertaking of 
imaginative economists, statisticians, accountants, management ex­
perts, and electronic engineers. The jiroblem of standardization of 
equipment, procedures, and codes will probably be high on the agenda 
of such a group study. 

* One example -will illustrate -what is meant. There is a fair chance tha t -within a fe-w 
years a substantial proportion of all large banks will handle their checks by electronic 
accounting. This will involve assigning a code number to each account, the number 
probably to be imprinted in magnetic ink on all checks so tha t it can be read automatically 
into the tapes which form the basis of the electronic accounting system. If banks can be 
induced to add a one digit code to the account number thus classifying depositors into 
broad groups—corresponding to sectors in the national accounting system such as house­
holds, farmers, corporations, and unincorporated, business enterprises, nonprofit institutions, 
Kovernment, and foreigners—it will be possible to produce very promptly, a t very moderate 
additional cost to the banks, detailed monthly or even weekly statistics of balances, debits, 
and credits which will be of great value not only for the national accounts but for many 
other fields of monetary and economic analysis and policy. 



APPENDIXES 

A P P E N D I X A 

ILLUSTRATIVE TABLES FOR STSTEM OP NATIONAL ACCOUNTS 

(Ch. V) 

The actual data in tables A-1 through A-5 are the National Income 
Division's estimates for 1953. 

As indicated in chapter V of the report the exact arrangement of 
the tables, particularly the number and content of columns and rows, 
is tentative and is not to be regarded as a specific recommendation by 
the committee. 

TABLE A-1.—Oross national income and product account for the United States, 
1953 

[In bUllons] 

1. Payments by producing units to individuals _ $277.5 
(a) Compensation of employees—. 209.1 

(1) Enterprise employees :— 177.7 
(2) Government employees 31.4 

(6) Interest 13.5 
(c) Dividends—— ;__—_: ; . 9. 4 
(d) Entrepreneurial income: _ 44. 6 

(1) Fa rm income 12.2 
(2) Rental income :- — 10.6 
(3) Professional income .1 9-, g 
(4) Other income of unincorporated enterprises / "" ' 

(a) Stated value 20.4 
(B) Inventory and depreciation valuation ad­

justment * — — —4. 6 
(e) Business transfer payments ; — 1. 0 

2. Income retained by producing units_ 39.5 
(a) Capital consumption : 36. 8 

(1) D e p r e c i a t i o n — .— 27.2 
(a) Private enterprises 27.2 
(B) Public enterprises ; .0 

(2) Depreciation valuation adjustment ^ 9. 6 
(B) Retained earnings : 2.7 

(1) Undistributed profits" . 8.9 
(2) Inventory and depreciation valuation adjustment '_ —6.2 

3. Tax and income payments by producing to Government 54.4 
(a) Corporate profits tax 21.1 
(B) Property taxes - : ; 9.1 
(c) Commodity and transaction taxes 16.9 
id) Licenses, fees, and other business taxes . 4 .1 
(e) Interest and dividends received by Government 2.4 
(/) Current surplus of Government enterprises- . 8 

4. Minus subsidies and Government interest . 7. 6 
(a) Subsidies . .2 
(B) Government interest 7.4 

5. Statistical discrepancy . . . 1.0 

Gross national income '. 364.9 
^Adjustment for capital gain or loss on valuation of inventories and/or depreciation. 
"Total corporate profits before tax (sum of 1 (o), 2 (6), and 3 (o)), 39.4. 

l.-.S) 
4.\)137T <) . .̂ iS 11 
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TABLE A-1.—Cfross national income and product account for the United States, 
i55S—-Continued 
. [In billions] 

6. Consumers' expenditures on goods and se3:vices_^ _^: $229.6 
(a) Food — _——:—_ . ..: 77.2 
{B ) Clothing ._ 24.6 
(c) O t h e r - — —--.. — _ _ ^ - 127.8 

7. Government expenditures on-goods and services 77.2 
(a) Services :. 31.4 
(B) Goods—^ ^ — _ — — _ _ _ . - •— 45.8 

8. Gross expenditures on producers' durable goods__ 1 51.6 
(a) Private enterprises . . _ 49.9 

(1) Construction 25.5 
(2) Equipment J_ .: — — 24.4 

(B) Public enterprises . _ 1.7 
(1) Federal— _ — _ _ , — _ _ . 2 
(2) State and l o c a l — _ - .— „ 1.5 

9. Net change in producing units' inventories '—-— —i . 1.5 
10. Exports _— _— . — . :__- 21.3 

(a) Merchandise-.! - •• .- 16.5 
(B) Shipping, tourism, etc ^ 2.9 
(c) Labor and property income , '.. 1.9 

421.2 
11. Minus imports __.: . 16.4 

(a) Merchandise 11.0 
(B) Shipping, tourism, etc .—— . : . 5. 0 
(c) Labor and property income_-. . 5 

Gross national p r o d u c t — ; _—: 364.9 

TABLE A-2.—Personal income and outlay account for the United States, 1953 

[In billion's] 

1. Consumers' expenditures on goods and services $229. 6 
(a) Food 77.2 
(B) - Clothing _ __ 24. 6 
(c) Other 127.8 

2. Tax payments by individuals '. 44.6 
(a) Income taxes__ — . 32.5 
(B) Total social insurance contributions 8. 7 
(c) Fees, fines, personal property, and other taxes__ ; 3.4 

3. Transfer payments by individuals to abroad_____ . 5 
4. Personal saving. . 15.6 

Personal outlay and saving . 290.3 
5. Payments by producing units to individuals . 277.5 

(a) Compensation of employees _ .' 209.1 
(1) Enterprise employees _ 177. 7 
(2) Government employees 31.4. 

(B) In t e r e s t - : _ . 13.5 
(0) Dividends 9.4 
(d) Entrepreneurial income 44.6 

(1) Farm income '. . 12.2 
(2) Rental income 10.6 
(3) Professional income \ „.. „ 
(4) Other income of unincorporated enterprises j '̂  ° 

(a) Stated value 26.4 
(B) Inventory and depreciation valuation ad­

justment * —4.6 
(e) Business transfer payments 1.0 

6. Transfer payments by Government to individuals 12.8 
7. Transfer payments from abroad to individuals 0 

Personal income : 290.3 
1 Adjustment for capital gain or loss on valuation of Inventories and/or depreciation. 
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TABLE AS.—Government receipts and outlay account for the United States, 195S 
[InbUlions] 

1. Government expenditures on goods and services : $77.2 
(a) Services . 31.4 
(B) Goods „ : - - ——^——_ — - . 45. 8 

2. Subsidies and Government interest —_: . 7.6 
(a) Subsidies . '-.. - . 2 
(B) Government interest -_ : 7.4 

3. Transfer payments by Government to individuals. 12.8 
4. Transfer payments by Government to abroad ^__ — 6.3 
5. Government surplus- __ —4.8 

Government outlay and surplus 99.1 
6. Tax and income payments by producing units to Government — - 54.4 

(a) Corporate profits tax— — _. . 21.1 
(B) Property taxes - : - 9 .1 
(c) Commodity and transactions taxes 16.9 
(d) Licenses, fees, and other business taxes- 4 .1 
(e) Interest and dividends received by Government — 2.4 
(/) Current surplus of Government enterprises . 8 

7. Tax payments by individuals 44.6 
(a) Income taxes 32.5 
(B) Total social insurance contributions 8.7 
(c) Fees, fines, personal property, and other taxes 3.4 

8. Transfer payments to GoA'ernment from abroad _ •. . 1 

GoA'ernment receipts 99.1 

TABLE A-4.—Foreign trade and payments account for the United States, 1953 

[In bUIions] 
1. Exports $21.3 

(a) Merchandise . 16.5 
(B) Shipping, tourism, e t c — ! 2.9 
(c) Labor and property income '. 1.9 

2. Transfer payments to individuals from abroad 0 
3. Transfer payments to Government from abroad . 1 
4. Net borrowing from abroad - 1.9 

Receipts from abroad 23.2 
5. Imports 16. 4 

(o) Merchandise : ,- 11.0 
(B) Shipping, tourism, etc 5.0 
(c) Labor and property income . 5 

6. Transfer payments from individuals to abroad . 5 
7. Transfer payments from Government to abroad 6.8 

Payments to abroad . 23.2 

TABLE A-5.—Gross saving and investment account for the United States, 1953 

[In bUlions] 
1. Gross expenditures on producers' durables $51.6 

(a) Private enterprises 49.9 
(1) Construction 25. 5 
(2) Equipment 24.4 

(B) Public enterprises 1.7 
(1) Federal — .2 
(2) State and local 1.5 

2. Net change in producing units ' inventories 1. 5 

Gross domestic investment 53.1 
3. Personal saving 15. 0 
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TABLE A-5.—Gross saving and investment account for the United States, 
1953—Continued 

[In billions] 
4. Income retained by producing units '. __. $39.5 

(a) Capital consumption—: _ 36.8 
(1) Depreciation - ; 27.2 

(a) Private enterprises : : - ; ._ 27.2 
(B) Public enterprises '—. - - . 0 

(2) Depreciation revaluation adjustment^ .___ 9.6 
Cb) Retained earnlngs_—^ : :. .1— 2.7 

(1) Undistributed profits ._ 8.9 
(2) Inventory and depreciation valuation adjustments' —6.2 

5. Government surplus-- . .-. .-. I . —4.8 
6. Net borrowing from abroad—: . : — — — . 1.9 
7. Statistical discrepancy 1.0 

Gross saving . _ . 53.1 
^ Adjustment for capital gain or loss on valuation of inventories and/or depreciation. 
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TABLE A-8.—Personal in^come account by institutional sectors 

165 

KECEIPTS 

1. Payments by producing units to individuals..., 
(a) Compensation of employees . . . . . . . . 
(6) Interest and dividends , 
(c) Entrepreneurial Income 
(d) Business transfer payments 

2. Transfer payments by Government-.-
3. Transfer paimients from abroad . . . 
4. Transfer payments from private consumption 

sectors . : 

Total receipts. 

1. Consumers' expenditures on goods and services, 
(o) Food. 
(6) Clothing., 
(c) " • Other. 

Taxpayments by Individuals : 
(o) Income taxes 
(6) Total social Insurance contributions 
(c) Fees, personal property taxes, etc 

3. Transfer payments to abroad 
4. Transfer payments to private consumption 

sectors 
5. Personal saving or surplus 

Nonprofit 
institu­
tions 

Total outlay and saving. 

Farm 
families 

Entrepre­
neurial 

nonfarm 
families 

Other Total 

TABM; A-9.—Government receipts and outlays 

EECEIPTS 

1. Tax and Income payments by producing units 
(a) Corporate proflts taxi.". ."1 
(6) Property taxes . 
(c) Commodity and transactions taxes 
(d) Licenses, fees, etc 
(ej Interest and dividends 
(/) Current surplus of Government enterprises 

2. TaTKiiyment-'shy iTirtivlflnfils 
(n) TnnoTriBtftYM 
(6j Total social Insurance contributions 
(c) Fees, personal property taxes, etc 

a. TrHTlRfBi- facpmlmtK frnm ahfOnd 
4. Intragovemmental transfer payments 

Total receipts 

OUTLAYS 

1. Government expenditures on goods and services 
(o) Goods 
(5) Services 

2. Subsidies and Government interest 
(o) Subsidies 
(h) Govfirmrifiut interest 

3. Transfer payments to individuals 
4. Transfpr p a y m p n t a to ah'"'"(d 
5. latragovemmental transfer payments 
6. Government surplus 

Total outlays and surplus 

Federal» , State 1 Local 1 Total! 

< To be subdivided into: (a) General government; (A) Government trust, pension, etc., funds. 
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TABLE A-10.—International current payments by country and commodity 

"^ . Country 

Item ~ -._ 

Exports of merchandise: 
0 Food - —- -

3 Mineral fuels, lubricants, and related materials... 

Imports of merchandise: 
0 Food - - - -
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TABLE A-11.—Saving and investment by industrial sector 

V. Purchasing 
^^ .^^ sector 

Object of ^"^--^ 
expenditure ^ - \ 

Total equipment: 

Change In inventories: 

Inventory and depreciation valuation and ad-

trndistrlbuted proflts 

Total saving and net borrowing 
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1 1 
'Adjustment for capital gain and loss on valuation of inventories and for depreciation. 



168 NATIONAL ECONOMIC ACCOUNTS 

TABLE A-12.—Stock of reproducible goods by industrial sector 

^^•>^^ Owning , 
ŝ _ . sector 

Object ^ • ^ \ ^ ^ 

Total equipment:' 

•RASIdfiHttal hiillr1iTig,<i 
Industrial buildings 

Farm construction ; 
Mllltaryfaeilltles..... 
Highways . 

Conservation and developments 

Total reproducible goods 1 
Accumulated income retained and borrowing: 

Valuation adjustment for unrealized capital gains.. 

Total accumulated Income retained and borrow-
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i Valued at market prices. DlSerence between market price and historical cost equals unrealized capital 
gains. 
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TABIE A-13.—Changes in assets and liabilities by institutional sector 

169 

^ \ ^ , ^ Sector 

Item ^ N . ^ ^ 

Assets: 

Other assets' 

Liabilities and equities: 

'Sg'otBIt iTirt Hccnmitq pnynWn 

Bonds' 
Other liabilities 

Inventory and depreciation valuation adjustment«. 
Undistribated profits and saving . 

Capital gain. ....:. 

Total liabilities and equity.... i , . 
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• These items should be on a gross basis, showing separately acquisitions and dispositions (Incurrence and 
repayment of debt for liabilities). 

' Refers to actual receipts from sale (or cost of repurchase) of Issuer's own stock. 
' Adjustment for capital gain cr loss on valuation of inventories and/or depreciation. 
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TABLE A-14.—Assets and liabilities by institutional sector 

^^^^,^ Sector 

Item ^ ^ \ v ^ ^ 

Assets: 
Gold — 

Mortfraees' . . . 
Other 

Securities • . .— . .-
Federal - -

Other - -

Land * . 

Liabilities and equities: 

Bonds 1 _ 
Other liabilities - _ -

Unrealized capital gains on revaluation of assets and 

A
. 

T
ot

al
, 

al
l 

pr
od

uc
in

g 
un

its
 

1.
 C

or
po

ra
tio

ns
 

2.
 N

on
fa

rm
 

no
nc

or
po

­
ra

te
 e

nt
er

pr
is

es
 

3.
 F

ar
m

 e
nt

er
pr

is
es

 

a 
"3 

5.
 S

ta
te

 a
nd

 l
oc

al
 g

oy
-

em
m

en
t 

6.
 G

ov
er

m
ne

nt
 

en
te

r­
pr

is
es

 
7.

 B
an

ki
ng

 
8.

 I
ns

ur
an

ce
 

9.
 O

th
er

 I
nv

es
to

rs
 

10
. 

N
on

pr
of

it
 I

ns
tl

tu
-

. 
tio

ns
 

11
. 

Fo
re

ig
n 

co
un

tr
ie

s 
B

. 
O

th
er

 c
on

su
m

er
s 

T
ot

al
 

> These items should be shown at market value. However, original cost and the valuation adjustment 
should also be sho^vn, and in the case of equipment and structures both depreciation and the depreciation 
valuation adjustment should be indicated. 

A P P E N D I X B 

ILLUSTRATIVE QUARTEKLY INCOME AND PRODUCT TABLES ( C H . V I I I ) 

As indicated in chapter V I I I of the report, the exact arrangement 
of the tables is tentative and is not to be regarded as a specific "recom­
mendation by the committee. 

TABLE B-1.—Gross national product or expenditure ^ 

Gross national product 
Personal-consmnption expenditures: 

Durable goods: 
Autos and parts 
Furniture and household equipment 

Nonendurable goods: 
Clothing and shoes 
Food and alcoholic beverages 
Gasoline and oil 

Services: 
Household operation 
Housing 
Transportation 

1 Total Includes Items not sbown separately. 
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TABLE B-1.—Gross national product or expenditure—rContiaaed. 

Gross private domestic investment: 
New construction: 

Residential nonfarm ' ' 
Industrial (including warehouse, office, utility) 
Farm, commercial, nonprofit, other 

Producers' durable equipment: 
Commodity producing and packaging 
Autos and trucks 
Other transportation and construction equipment 
Power generating, transmission, and communication 
Farm, commercial, other 

Change in business inventory : 
Farm 
Nonfarm 

Government purchases of goods and services: 
Federal, total 
National security, total: 

Construction 
Equipment 
Services 

Civilian, total: 
Construction 
Equipment 
Services 

Less government sales 
State and local, total: 

Construction 
Equipment 
Services 

Net foreign balance on current account: 
Merchandise trade: 

Exports 
Imports 

Services and property income: 
Receipts 
Payments 

TABLE B-2.—Income and product relations 

Gross national product 
Less: 

Capital-consumption allowances 
Indirect business taxes 
Business transfer payments 
Surplus of government enterprises 
Statistical discrepancy 

Plus: Subsidies 
Equals: National income 
Less: 

Corporate proflts and inventory and depreciation valuation adjustment 
Contributions for social insurance: 

Employer 
Employee 

Excess of wage accruals over disbursements 
Plus: 

Government transfer payments 
Net interest paid by Government 
Dividends 
Business transfer payments. 
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TABLE B-2.—r-Income and product relations—Continued 

Equals: Personal income 
Composition of personal income: 

' Wage and salary disbursements, total (net of social-security contribution): 
Commodity-producing industries 
Distributive industries 
Service industries 
Govenunent 

Other labor income 
Proprietors and rental income (net of social-security contribution and 

inventory valuation adjustment): 
Business and professional 
Farm 
Rental income of persons 

Personal interest income and dividends 
Transfer payments 

TABLEB-9.—Allocation of available funds 

Disposition of personal income 
Total personal Income ' ^ 
Less: 

Personal tax and nontax payments: 
Federal 
State and local 

Equals: Disposable personal Income 
Less: 

Personal-consumption expenditures 
Net transfers to abroad 

Equals: Personal saving 
Disposition of corporate funds 
Corporate proflts and inventory and depreciation valuation adjustment 
Less: Inventory and depreciation valuation adjustment 
Equals: Corporate profits before tax 
Less: Corporate profits tax liability 
Equals: Corporate profits after tax 
Less: 

Changes in book value of corporate inventories 
Dividends 

Equals: Net corporate saving 
Plus: Corporate capital-consumption allowances 
Equals: Gross corporate saving 
Federal Government transactions on income and product account 
Receipts: 

Individual income tax 
Corporate income tax 
Excise taxes 
Other receipts 

Less expenditures: 
Purchases of goods and services 
Subsidies and net interest 
Net capital transfers to Government enterprises 
Transfer payments to individuals 
Net transfers to abroad 

Equals: Government surplus or deficit 
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TABLE C-2.—Tabulation replies to regional questionnaire (,Q3) 

Number of replies 26." For each group of 4 columns, the difference between 
the sum of the entries and 26 is the number who responded with a comment or 
question. 

No. 

1 

2 

3 
4 

5 
6 
7 
8 

9 

Question 

Estimate of total disposable Income by 
State : -

Partial or total brealcdown of State 
personal income by size of income 

Estimate of gross State expenditure 
Estimate State personal income—constant 

Quarterly estimate State personal income. 

Estimate personal income for counties 
Estimate personal income for metro-

Bresidown income paid by establish­
ments producing for national or Inter-

(1) Past need 

N 

3 

6 
, 7 

9 
9 

11 
2 

1 

8 

O 

8 

13 
7 

11 
7 

10 
9 

8 

12 

, E 

1^ 

5 
12 

4 
7 
3 

13 

14 

4 

No 
answer 

• 0 

• ,1 
0 

1 
3 
2 

2 

2 

2 

(2) Future desirability 

N 

1 

5 
, 3 

4 
6 
6 
2 

1 

7 

0 

9 

13 
10 

14 
7 

15 
7 

8 

11 

F 

14 

6 
12 

6 
10 
2 

15 

14 

5 

No 
answer 

1 

1 
1 

1 
3 
3 
2 

2 

3 

1 See exhibit 0 

NOTE.—N—Not at all; 0—Occasionally; F—Frequently; A—Annually; Q—Quarterly. 

EXHIBIT C-1.—Respondents to general questionnaire iQ2) 
Name and orgamzation 

William I. Abraham, Statistical Office, United Nations 
Thomas R. Atkinson, Federal Reserve Bank of Atlanta 
Solomon Barkin, Textile Workers Union of America 
Harold Barger, National Bureau of Economic Research 
Ralph H. Bergmann, United Rubber, Cork, Linoleum and Plastic Workers of 

America 
Abram Bergson, Harvard University 
William A. Berridge, Metropolitan Life Insurance Co. 
S. K. Botsford, Standard Oil Company of Indiana 
Dean Bowman, Crown Zellerbach Co. 
Charles T. Broderick, The Lehman Corp. 
Otis Brubaker, United Steelworkers of America 
Edward Budd, Tale University 
Jacob Cohen, Bowling Green State University 
Miles L. Colean, consultant 
William Cooper, Carnegie Institute of Technology 
Morris Copeland, Cornell University 
Andrew Court, General Motors Corp. 
Daniel Creamer, Interdepartmental Committee on Low Incomes 
Leonard Orum, University of California 
John C. Dawson, Brookings Institution 
George Garvy, Federal Reserve Bank of New Tork 
Woodrow L. Glnsburg; United Automobile, Aircraft, and Agricultural Implement 

Workers of America 
Nathan Goldfinger, AFL-CIO 
Everett Hagen, Massachusetts Institute of Technology 
George P. Hitchings, Ford Motor Co. 
Edgar M. Hoover, Harvard University 
Arno Johnson, J. Walter Thompson Oo. 
Francis C. Jones, Green Giant Co. 
Lester S. Kellogg, Deere & Co. 
Edmund R. King, Eastman Kodak Co. 
Irving B. Kravis, Wharton School of Finance and Commerce 
David Lasser, Electrical, Radio, and Machine Workers International Union 
Wassily Leontief, Harvard University 
John P. Lewis, University of Indiana 
Wesley Lindow, Irving Trust Co. 

451377 0—58- -12 
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EXHIBIT C-1.—Respondents to general questionnaire (Q2)—Continued 

Name and organization 
John Lintner, Harvard University 
Ta-Chung Liu, International Monetary Fund 
A. G. Matamoros, Armstrong Cork Co. 
Stacy May, International Basic Economy Corp. 
Wayne L. McMillen, Guaranty Trust Company of New York 
Morris Mendelson, National Bureau of Economic Research 
James Morgan, University of Michigan 
Ragnar D. Naess, Naess & Thomas 
Robert R. Nathan, Robert R. Nathan Associates 
Hans P. Neisser, New School for Social Research 
Harry Oshima, Stanford University 
Margaret G. Reid, University of Chicago 
Harold M. Ridlon, Unitfed States Steel Corp. 
Arthur Rosenbaum, Sears, Roebuck & Co. 
Murray Shields, MacKay-Shields Associates 
Walter R. Stark, Loomis, Sayles & Co. 
William W. Tongue, Jewel Tea Co., Inc. 
Arthur R. Upgren, Dartmouth College 
Merrill A. Watson, National Shoe Manufacturers Association 
Hans A. Widenmann, Carl M. Loeb, Rhoades & Co. 
John D. Wilson, Chase Manhattan Bank 
Ashley C. Wright, Standard Oil Company of New Jersey 
Wilson Wright, Procter & Gamble Co. 
Julius Wyler, New School for Social Research 
(2 not identified.) 

EXHIBIT 0-2.—Respondents to first questionnaire (Ql) 
Name and organization 

William F. Butler, Chase Manhattan Bank 
Morris Cohen, National Industrial Conference Board 
Louise M. Curley, Scudder, Stevens & Clark 
Edward F. Denison, Committee on Economic Development 
Douglas Greenwald, McGraw-Hill Publishing Go. 
Joseph B. Hubbard, United Service Corp. 
Robert E. Lewis, First National City Bank of New York 
Tjalling C. Koopmans, Tale University 
Todd May, Fortune 
Gordon W. McKinley, Prudential Life Insurance Co. 
Philip M. Ritz, Conference on,Economic Progress 
David S. Roswell, Case, Pomery & Company, Inc. 
Eric Schiff, Machinery and Allied Products Institute 
William Shaw, E. I. du Pont de Nemours & Co. 

EXHIBIT C-3.—Respondents to regional questionnaire {Q3) 

Name and organization 
Wesley C. Ballaine, University of Oregon 
Karl R. Bopp, Federal Reserve Bank, of Philadelphia 
Lyndon O. Brown, Dancer-Fitzgerald-Sample, Inc. 
Reavis Gox, University of Pennsylvania 
Addison T. Cutler, Federal Reserve Bank of Cleveland 
Richard W. Graves, Indiana University 
Frank A. Hanna, Duke University 
Gloria Hile, Board of Governors of Federal Reserve System 
Werner Hochwald, Washington University 
Gordon A. Hughes, Scott Paper Co. 
George B. HurfC, University of Florida 
Walter Isard, University of Pennsylvania 
Frank L. Eidner, University of California 
Thomas G. MacGowan, Firestone Tire & Rubber Co. 
Edwin Mansfield, Carnegie Institute of Technology 
Gordon W. McKinley, Prudential Life Insurance Co. 
Henry B. Moore, University of Alabama 
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EXHIBIT C-3.—Respondents to regional, questoinnaire (QS)—Continued 

Name and organization 
Franklin L. Parsons, Federal ReserveBankof Minneapolis 
Harvey PerlofE, Resources for the Future, Inc. 
Earl L. Rauber, Federal Reserve Bank of Atlanta 
Vergil D. Reed, J. Walter Thompson Co. 
Morgan H. Rice, Federal Reserve Bank of Dallas 
H. M. Ridlon, United States Steel Corp. 
Thomas I. Storrs, Federal Reserve Bank of Richmond 
Clarence W. Tow, Federal Reserve Bank of Kansas City 
Oliver P. Wheeler, Federal Reserve Bank of San Francisco 

EXHIBIT C-4.—General questionnaire (Q2), National Accounts Review Committee 

QUESTIONNAIBE 

Name and organization (optional) .—. . 
The following are among the changes in or extensions of the national accoimts 

which have been recommended most frequently. 
In column (1) please indicate by the appropriate symbol whether in previous 

work you have felt a need for the indicated information: 
Not at all—N 
Occasionally—0 
Frequently—^F 

In column (2) please indicate by the appropriate symbol whether you \(ould 
use this information in the future: 

Not at all—N 
Occasionally-—0 
Frequently—^F 

If you would use the information, please indicate in column (3) by the appro­
priate symbol whether annual or quarterly estimates or both would be sub­
stantially more useful. 

Annual—^A 
Quarterly—Q 
Annual and quarterly^—^A, Q 

If you have no opinion on a suggested change, please leave all columns blank. 

Future 
Past desira- FreQuenev 
need bility (fiming) 

1. Personal consumption expenditures: 
a. Add information on inventories of consumer 

durables. 
b. An improved allocation between consumers 

and business of expenditures for certain 
goods, e. g., autos. 

c. Add information on imputations included in 
the estimates so that they can be eliminated 
by users if so desired. (Please list the spe­
cific it^Dis desired, if any.) 

2. Gross private domestic investment: 
a. Add a classification of producers' durable 

equipment by type of commodity. 
b. Add a classification of producers' durable 

equipment by purchasing industry. 
c. Add subdivision of change in inventories by 

industry. (Please specify.) 
d. Add depreciation estimates: 

i. On replacement cost basis, 
ii. Oh declining balance basis. 

(0 C8) (S) 
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Questionnadre—Continued 
Future 

Past desira-. Frequency 
need bility (timing) 

(1) (2) (S) 
3. Government: 

a. Present reconciliation of NID consolidated 
Government receipts and expenditures ac­
count for Federal Government with the 
conventional and cash budgets. 

b. Add classification of Government purchases 
of goods and. services into current and capi­
tal expenditures. 

c. Add classification of Government current ex­
penditure by type of expenditure for the 
following types of expenditures: 

4. Personal income and expenditure account: 
a. Show information for households separately 

from other transactors. 
b. Show separate information for the following 

other groups of transactors: 
5. Personal saving: 

a. Add quarterly estimates on a balance-sheet 
basis (as in table 6 of National Income). 

b. Show separate information for transactors 
presently included in personal-saving total. 
(Please specify transactors for which infor­
mation is desired.) 

6. Estimate G N P and principal components on a 
monthly basis. 

7. Constant-dollar series: 
a. Estimate G N P and principal components on 

a quarterly basis in constant dollars. 
b. Estimate personal income in constant dollars. 
c. Estimate components of personal consumption 

expenditures in constant dollars. (Please 
specify.) 

d. Estimate national income by industry of 
origin in constant dollars. 

8. Related national accounting systems: 
a. Present Federal Reserve money flow accounts 

on a quarterly basis. 
b. Make regular estimates of input-output 

system. 
c. Make regular estimates of a national balance 

sheet (including both tangibles and in­
tangibles). 

d. Present regular reconciliation of the systems. 
9. Quarterly estimates: 

Published estimates in entirely unadjusted form 
in addition to present seasonally adjusted 
estimates. 

10. What changes or additions, if any, would you favor in the following distri­
butions of income? 

a. By industry of origin 
b. By region 
c. By size of family income 

11. What other changes, if any, would you favor in the national income or related 
accounts? 

12. List, in order of priority from your point of view, the three most urgent im­
provements in the national income and product estimates that can be 
promptly made. 

a. 
b. 
c. 

13. List, in order of priority, the three most important longer range improvements 
in the national accounts, 

a. 
b. 
c. 
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Questionnaire—Continued 
14. Do you have substantial need for national income and product figures back 

of 1929 that tie in with those available for the period beginning 1929? 
15., Are the descriptions of the sources and methods of estimation of the national 

income accounts (particularly those in part I I I of National Income, 1954 
edition) suflBciently concrete and detailed for your purposes with respect 
t o -

Annual estimates 1 '. . : 
Quarterly estimates '. __. 

If not, what further detail would you want? 
16. Are the discussions of concepts (particularly in part II of National Income, 

1954 edition) satisfactory? 
If not, what changes do you suggest? 

17. What are the principal purposes for which yoii use (a) annual (b) quarterly 
national income and product data? 

EXHIBIT C-5.—Regional questionnaire (Q3), National Accounts Review 
: - ; - . Committee 

QUESTIONNAERE 

Name and organization (optional) '. 
The following are among the changes in or extensions of the regional income 

estimates which have been recommended most frequently. 
In column (1) please indicate by the appropriate symbol whether in previous 

work you have felt a need for the indicated information: 
Not at all—N 
Occasionally—O 
Frequently—F 

In column (2) please indicate by the appropriate symbol whether you would 
use this information in the future: 

Not at all—N 
Occasionally—O 
Frequently—F 

Please add any further remarks you may have on these items on the back 
of the page or on separate pages. If you have no opinion on a suggested 
change, please leave both columns blank. 

Past Future 
need desirability 
( i ) (2) 

1. An estimate of total disposable income for each State. 
2. A partial or total break of State personal income by size 

of income. 
3. Estimates of "gross State expenditure" (aggregate and 

some broad components) analogous to the GNP con­
cept at the national level. 

4. Estimates of State personal income in constant prices. 
5. Quarterly estimates of State personal income. 
6. Regional input-output matrixes. 
7. Estimates of personal income for counties. 
8. Estimates of personal income for metropolitan areas. 
9. Breakdown of income paid out by establishments pro­

ducing for national or international markets and those 
producing for local markets (includiiig trade and serv­
ice establishments). 

10. What other changes, if any, would you favor in the regional income estimates? 
11. What are the principal statistical deficiencies of the present estimates? 
12. What can be done to correct these deficiencies ? 
13. List, in order of priority from your point of view, the three most urgent 

improvements in the regional income estimates. 
a. 
b. 
c. 

14 What are the principal purposes for which you use regional income data? 
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APPENDIX D 
A COMPARISON OP NATIONAL AccotTNTiNG STKUCTURES IN SELECTED 

COUNTKIES 

(Tables prepared December 1956 by William R. Leonard, Director, 
Statistical Office, United Nations, in response to questions from the 
committee) 

A COHFARISON OF NAnwAI. ACCOUNUM! STBUCIUIIES 
lobl^D-l.natur* of Syctori And Aoeounta , 

hold* B n t . r p r i , . « » COWllUMIlb 

Country (1) 
II 
C2) 

St 

II 
(3) 

n 
II 
(5) 

I 
(6) 

% 

(7) 

Isss 
(B)(9) 

III 
(10) 

United Statej 

Hev Zealand 

United Kingdom 

S .S 
0 C 

ae 

Morvay 
?} a 

-jr-
C« 

AB'C'_ • AB'C'--

B* 

I 
•ABC-

BiB^*P • ABfBtfD - AB/BaCB 

Cenaral. !Ibe letters A, B, C Indlcftte raapeettvejy p70<luetlon, IneoM «pjaroprl>tleo •&& eapLtal aeoouBt. 
Itae use of the le t ter X In eoIumz» (3) (9) (lO) and ( l l ) liidiaat«t that raoli Mcounti e n wx 

Integral iMrt of the aeeountXns structure. 

Aiuttralla^ Within the ccabloed produetlcn and ao^projpriatlon aooouat for tatan>rlMs 'a dlstlnotloa ia nada 
betveen tradlDg entarpnaes and financial enterprlsaa. 

United KingdoM. Within the appropriation account for seneral gsvamaant, national Inauranoa ttiafiM ara 
dlBtinsuished. 

Monnpr. Curretit and capital items are conbined in ooe account for central and local gfmixnnt nqiaet lvaly . 
Social ascurity agenetea eooatltute one of ib« aany a\a>a«etora of sovanmeat diatlBguiabad. 

Sweden. B* an^ C* here refer to "Incase dlatrlbutioa' and "eoana^ioa" aoebuot reapectlvaly. 
France. In the capital account for enterprises "benques at aaturaneaa" u a dlotlnsuiabod vhUa in tha 

capital account;for "pdninistrationa" the sub-sector "trtfior" I s ^atlngulshad. In tfaa Incona 
appraprlatlon account for the eector "admlnlatrationa" tba foUotflns aub^saatora ara dlatlngulahad 
In addition to "tftat" and "collcotivltos localea*! aeeorlttf social / tftabXlassaanta ai%ii1ntatr*tifa, 
adainlstratlonB prlvtfea, administrations etresgtres at Intenatlonalss . 

me balance of payments I s divided into "opsrations courantai" and "^Mrstlons finoBOilrea' 
both sectored lato "^tranfior", "P.O,)l? and "Saixa*. 

Batherlands. Tt» l e t ters B#,Bt.C*» and D refer rsspeotlvely to irlmsxar ndlstr ibutioa of Inoons seopunt, 
secondaxy redlatrlbution of Income acoountj coosuvtlon aeoowit and "gpods" aoeount. lbs "Baods* 
account Indlcatea tha orlgiB and. daatlnatioa of tha f lov of goods and sarneas vlthln sad bstMMO. 
sectors. 

Accounts Bj and B^utt a l ^ parovldad for a supploaantaxy saetor "Insorsnoa funds" vhidi inolttdas 
private pension funds snd l i f t Insurauos funds as well as sootal sacuritgr ft&kls. 

KlXUaa R. Laoiurd 
Slrsotor 
Stat is t ical Offloa 
Ifnltad VKtiona 



NATIONAL ECONOMIC ACCOUNTS 181 

A CCHFAaiSO* o r M n o m i . MMUUatmn uauCXUaBi (eont lnued) 

Able 0.vt.ii>ii^*^ tauattug luutiou 

"^""•^.^eatlaos 

AMtaillk 

CsnaSa 

VBw Cealand 

Italtad KlngdcB 

SOIIBBXlC 

BOTttSf 

Ssedan 

fraaoa 

•sthsrtaaos 

Sssan 

1 

Ho 

Ko 

t̂iss 

Tea 

Xes 

Yas 

Xes 

l o 

So 

Xss 

2 

Is 

Orosr^ 
sspantoly 

Oross, 
sepaxatalgr 

Oxoas aaa 
ast, total 

Gross and cet^ 
separately 

Oroas And net, 
aeperataljr 

Capital 
ftxpuatdoo not 
dlatlflgauaiad 
Trot current 
fjcpADoiture 
Dotal Qoiy 

5 

All-aotor 
vehielss ara 
treatad as 
capital 
fbxaatloa 

Ourrsnt 
a^Vandlturas 

Currant 
expeodlturea 

Corxent 
espendltures 

Cuzxent 
aspandltures-

Cunvnt 
nQjefidl tares 

Current 
axpendltuns 

Cnrmit 
expenditures 

Current 
ai^panflttures 

OoKxant 
aĵ pandi tures 

k 

Tax returns 
baais,original 
eoat 

ISx returns 
basis, orislnal 
ooat 

Sax rtturos 
basis, original 
eost 

AAluaoenQiit 
cost 

B^XQaoaa^t 
cost 

Bsplaceaent 
coat 

fleflaenent 
« s t 

BB^accnusnt 
ooat 

Bsplaceueut 
ooat 

Book valMiS 
as reported ia 
coî porata entai> 
prise survey 

5 

«0 

BO 

>0 

86 

Hatural increase 
in forests con­
sidered as 
increase in 
Btoeka 

Variation In 
timber cutting 
alloued for ia 
CQBputlng 
latireaae in 
stDCka 

Wo 

•o 

>0 

6 

So 
eat&Mtas 
pUhllabed 

Product by 
final 
axpandltttxa 

Bo 
estimates 
publleliad 

Product ty 
final 
expenditure' 
ana groea 
product \^ 
IndOfltry. 
Product l y 
final 
axpendlturs 

ittd groaa 
product by 
industnr 
Froduot by 
final 
expenditure 
and gross 
product by 
Industxy 
Product by 
final 
escpendlture 

Product ty 
final , 
expoiiditura 

Product l y 
final 
e:̂ peDditttra 

Product by 
final 
sjcpcnditxtrs 
and national 
income 
aggresate 

7 

Standard 

Standarl 

Standard 

Standard 

Standard 

Standard 

Standard 

tally 
gardtelsg 
a e t l v i ^ 
Inolnded 
Standard 

Standard 

<«) «t»)(c> 

Bo Mo Ho 

Ho Bo Bo 

HO Bo Tea 

Ho Bo Ho 

Bo Bo 7ba 

Ho Bo Xsa 

BO Ilo Bo 

Ho Yas Yes 

Yea Yes Y«a 

Bo Bo Ho 

Qqestipna 
1. Ia Investaent shown for each sector'separately? 
2. Are separate estimates provided for gross and net capital foxnatlon of central and local goveranantt 
5. Are consuDier durables (other than houses and land) treated aa current expenditures or investment 
k. What ia tbe basis for the estimation of capital cctismqiition allowaneesT 
5; So the accounts include eUoiraaces for depletion and dlscovexy of natural resourcesT 
6, Are tables .published in constant prices? 
7.; Is tbe s c c ^ of wxi-ifiaiKet activity Included in the estimates broader or narrover than standard practiee? 
8. Is there a systematic connexion betveen tbe national accounts and (a) a national vealth statement or 

balance sheet; (b) a money flov type statement; (c) on liqiiut-outFUt type statement 
Botes. Tbe replies to questico H indicate the main basis for the estimation of depredation, neplaeenent coat 

estimates may be made for certain sectors awl for certain cooponents of capital consiDiptlott in those countries sbera 
another basis for estimation i s generally employed. 

Bay Zealand. Tba reply to 8 (c) Is in tbe aff inatlve since the present system of accounts i s being currently replaced 
\>y en articulated system of production accounts involving e l^teen sectors. 

Betbarlanfla. 8.(a} and 6 Cb). Tbe development of the present system i s continuing and.ltt theorx prorides for the 
"ineluslcn of detailed accounts of financial transactiona and of sector balance sheets. 

Vllllam R* Leonard 
Ursetor 
SUUst ies l Office 
United HaUonq 
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' A P P E N D I X E 

T H E NATIONAL INCOME ACCOUNTS : FUTUKE DIRECTIONS OF RESEARCH 
AND SUGGESTIONS FOR IMPROVING THE1!I& BASIC D A T A 

Statement prepared December 1956 by George Jaszi, Chief, National 
Income Division, Office of Business Economics, U. S. Department of 
Commerce 

PART I. FUTURE DIRECTIONS OF NATIONAL INCOME AND EELATED 
RESEARCH 

The following statements on the future directions of national in­
come and related research (pt. I ) and on data improvements (pt. I I ) 
have been prepared in response to the request of the National Accounts 
Review Committee. 

Lei me say at the outset that I welcome your forthcoming review of 
our work. I t will be useful to formulate and to direct public attention 
to the major problems with which official national income work in the 
United States is faced. 

One of these problems—a very practical one—I should like to flag 
now and discuss in some detail later. Tliere is widespread agreement 
as to the basic importance of national income estimates, and an urgent 
demand for improving their accuracy and for extending their scope. 
Yet—^if I may generalize—there has in the last decade been no sig­
nificant addition to the quantity or quality of the primary statistical 
data that are the raw materials of national income estimates. Also, 
over the same period significant reductions have been made in the 
funds available to the Office of Business Economics and its National 
Income Division, which shape these raw materials into final form. 

I. WRTTTEN D E S C R I P T I O N S OF NATIONAL INC03VIE WORK 

Needless to say, you will have the full cooperation of the National 
Income Division in your review. I t may be helpful if I draw attention 
to the extensive material relating to our work that is available in 
written form; this material should facilitate your proceedings. 

1. Published mateinal.—^As you know, the Survey of Current Busi­
ness not only carries our regular estimates, but also analyzes these 
data as well as newly developed , estimates not—or not yet—incor­
porated into our established series. In particular, I want to draw your 
attention to the sj^ecial studies we prepare, such as that of corporate 
profits in the January 1956 issue of the Survey and that of manufac­
turing investment in the current November issue. -These studies are 
part of our output, in addition to our regular monthly, quarterly, and 
annual series and the analyses that are based on them. 

The definitional and statistical foundations of our work are de­
scribed in detail in the National Income and other supplements to the 
Survey of Current Business. In addition, last year's sessions of the 
Conference on Research in Income and Wealth afforded me an oppor­
tunity to prepare a detailed paper in which I discuss the major con­
ceptual problems of national income accounting as I see them, and 
the general lines along which future work might proceed. Also avail­
able is a document prepared by the Office of Business Economics 
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entitled: "Program Statement for the Office of Business Economics, 
United States Department of Commerce" in which some of the same 
ground is covered. 

You will note that my paper for the income conference was written 
in a personal rather than an official capacity. The same qualification 
attaches to the status of the following remarks. I have, of course, 
done my best to write responsibly, but my statement has not under­
gone official clearance. 

; 2. Supplementary information.-—^2JsX 11 of this memorandum re­
lating to major deficiencies and improvements in the data imderlying 
our monthly, quarterly, and annual series should, together with the 
documents previously mentioned, provide a reasonably full descrip­
tion of the concepts and methods underlying the present national 
income statistics, and the vistas of progress we can discern. 

You will note that our income-size distribution and State income 
estimates are not covered in the memorandum on data gaps and im­
provements. We shall be glad to furnish supplementary statements on 
these two topics if and when you take them up. 

All we have published relating specifically to the methodology 
underlying our monthly and quarterly series are brief notes in the Busi­
ness Statistics supplement to the Survey. But with only a few sig­
nificant exceptions the sources we use for our less than annual series 
are those used for our preliminary annual estimates described fully 
in the National Income supplement. Apart from these exceptions, all 
that is. missing is a detailed written account of the estimating pro­
cedures specific to monthly and quarterly, as distinguished from 
annual, estimation. I hope very much that you will be able to dis­
pense with such a description. Griven our present staff and workload, 
I would find it quite impossible to provide. But, needless to say, we are 
available to furnish whatever specific information relating to these 
methods you need. 

You will note that I have hot prepared a statement of the require­
ments for additional primary data that would stem from various pos­
sible extensions of our work. The memorandum submitted is con­
fined to the statistical improvement of our existing series. This limi­
tation suggested itself strongly because the field of possible exten­
sions is large and our knowledge of the connected data requirements 
is naturally incomplete. However, when you are ready to consider 
extensions of our work we shall be glad to provide you with the infor­
mation on. associated data needs that is necessary to evaluate the 
projects. I might add that these needs will vary greatly from project 
to project. 

We shall, of course, also be ready to furnish further detail relating to 
aspects of our work that are covered in the written material. 

II . BROAD D I R E C T I O N S OF NATIONAL INCOME WORK 

I shall turn next to the major problems which, in my opinion, 
national-income estimation in this country faces. I shall deal with 
the general direction of national-income work first, with specific areas 
of research second, and statistical problems last. 

1. Integrated set of national accounts.—^The scope of national in­
come work has been broadened significantly in the past 25 years. 
Traditionally, the major aim of this work was to provide measures of 
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total national output and of its breakdowns. More recently, the 
aim has become that of providing a systematic account of national-
economic activity. Inasmuch as the production of output is a central 
feature of economic activity, the two aiims are obviously closely related. 

If: the: bi"oader view is taken, extensive bodies of other statistical 
iriformation that under the narrow concept seem unrelated to the na­
tional-income estimates appear: to be reaUy part of them. The idea 
immediately suggests itself that national-income aiccounting should 
seirve as a meeting ground for the coordination of the definitional 
framework of a broad range of economic statistics as well as of th6 
underlying primary data sources and estimating methods. I con­
sider this idea very valuable. , In fact, I would go further to say thait 
some version of it must be the goal of all who have an overall interest 
in economic statistics., 

2. The United States experience.—UrdoriwxiA^Y, little progress has 
been made in the United States toward the implementation of this 
idea. Input-output and money-flow statistics were permitted to 
develop with little serious attempt to integrate them with national-
income statistics. As a consequence, there is now no simple way of 
using them jointly with naitonal-income data. Even though our views 
may differ widely as to the relative merits of the three systems, I believe 
we can all agree that something has been lost. 

Lest I be misunderstood j let me add that I am not unmindful of the 
difficulties involved in obtaining integration; all I submit is that a 
much better job than actually was done could have been done. The 
extent to which the systems have been integrateti in some other coun­
tries provides, I believe, prima facie evidence in favor of my 
proposition. 

Also let me emphasize that I do not mean to imply that all conflicts 
should necessarily have been resolved in favor of present national-
income procedures. This is really an obvious point, but in view of the 
particular nature of my professional involvement it seems well for me 
to make it explicitly. 

3. Current problems.—^Turning to the present and immediate future 
I see two major areas of investigation in which this problem of coordi­
nation will loom large. They are the two areas in which further 
systematic development of the national-economic accounts is most 
urgently needed. The first is saving statistics. Intertwined as these 
are with income, expenditure, and investment, they are in principle 
part and parcel of the national-income accounts, and in practice they 
should be closely coordinated with them. I hope that the recent 
arrangement assigning to the Federal Reserve Board a role of leader­
ship in this field will prove to be in harmony with the aim of fostering 
such coordination. 

The second area is real product and productivity statistics. The 
National. Income Division prepares the overall measure of real na­
tional product, but work on industry measures as well as on produc­
tivity is being undertaken largely by other agencies. I t seemis to me 
that this development also will raise major problems of integration. 

4. Organisational problems.—^If we subscribe to the goal of an 
integrated set of national economic; accounts, we should examine 
earnestly how in practice we propose to make progress toward it. 
What type of organization is, necessary for establishing an integrated 
program? What shall be the role of the various agencies in the sta-
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tistical implementation of such a;program? Specifically—a question 
, in which I am very much interested personally—-what shall be the 

place of the National Income Division in the overa;ll scheme ? 
I do not think that we have as yet devised an organizational frame­

work which will insure a systematic development of the national 
accounts. Interdepartmental committee work is helpful in promoting 
integra,tion, but I doubt very much whether it provides an adequate 
solution. My skepticism stems essentially from the conviction that 
this type of organizational arrangement does not provide a sufficiently 
clear-cut center of responsibility and authority. 

These organizational problems are difficult to resolve. Yet a work­
able solution of them is essential to further progress in national eco­
nomic accounting work. 

I I I . SPECIFIC AREAS OF WORK 

The specific areas of research which, in my opinion, national income 
accountants should explore further, I have set forth in my paper for 
the 1955 income conference, already referred to, and in my detailed 
comments on the other conference papers. 

1. The area of agreement.—^My aim in the present statement is to 
make two brief remarks on the results of this conference. First, if 
you examine the record you will find that there was substantial agree­
ment as to the basic desirability of most of the major proposals that 
were made for the improvement of the national income accounts. The 
points which tended to separate me from our critics were mostly prac­
tical considerations of statistical feasibility. The insufficient atten­
tion given to these considerations had in my opinion impaired the 
realism and cogency of some of the findings. 

Let me single out some of the more significant issues on which, to 
my mind, there is substantial agreement. 

First, as to the broad scope of the data, the value of the national 
income accounts would be greatly enhanced by the introduction of 
information relating to changes in financial assets and liabilities. 

Second, further work needs to be done on capital formation, capital 
consumption, and saving. 

Third, a classification of the various services provided by Govern­
ment is urgently required. 

In each of these, areas we are ready and eager to go forward, and 
we would expect substantial results with only a moderate increase 
in the size of our staff. However, with the resources available to us 
at present, which I shall review later, progress will necessarily be 
very slow. The job of maintaining our cuixent output of statistics 
absorbs most of our energies. 

Next, I should like to comment on two other issues on which similar 
agreement does not exist and further clarification is needed. 

2. The Governinent controversy.—The first is the Government con­
troversy. Our present procedure of including all Government pur­
chases of goods and services in gross national product has been criti­
cized on the ground that not all such purchases are final. According 
to a large body of opinion, some Government purchases should be ex­
cluded from gross national j)roduct as being akin to purchases of raw 
materials and semifinished goods. I believe that our present pro­
cedure is correct. 
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Tliis subject has been discussed intensively in the literature prior 
to the 1955 income conference. / The present statement is not the 
medium for sorting out once more the pros and cons of this complex 
argument, but I should like to indicate the course that I believe fu­
ture action should take. As long as there is so much disagreement 
on the subject, I think it ought to be pursued further. Recent argu­
ment in favor of the exclusion of Government intermediate output 
has proceeded mostly on a purely theoretical level, and in such gen­
eral terms that it has not led to a systematic listing of the Govern­
ment services that are to be excluded as intermediate. In addition, 
proponents of exclusion differ widely from one another. Some stake 
out wide areas—for instance, the entire range of defense expenditures; 
others adduce only rather insignificant examples—seed distributed 
free to farmers by experimental agricultural stations, for instance. 
In view of this state of affairs, I think that at the present juncture the 
most significant contribution to the discussion would be for pro­
ponents of the idea to prepare for a set of years an actual empirical 
classification of Government'services into final and intermediate. 

I would go one step further and suggest that the National Bureau 
of Economic Research undertake the task. The guiding spirits of 
the bureau have been the most vocal in stating the general case for 
the elimination of Government intermediate product, and in calling 
for its statistical implementation as a matter of signal theoretical and 
practical interest. And, needless to say, the bureau is singularly 
well equipped with the professional competence needed to undertake 
the job. 

I do not believe that the task is one for the National Income Divi­
sion. In the first place, proponents rather than opponents of the pro­
posal should work on it. Th i s is the only procedure that holds the 
promise of a creative result, and the one that will give the proposal the 
fairest chance. Secondly, I would point to the controversial state of 
the subject matter. Given the limitation of resources available for 
official national income work, other projects that will pay off with 
much more certainty in significant contributions to economic analysis 
should have overriding priority, to my mind. 

3. Entrepreneurial saving.—The second proposal on which I should 
like to comment is that the national income accounts be made to show 
the saving of unincorporated enterprise separately from other per­
sonal saving. I agree completely with the view that inforination on 
this subject is of great importance. But it is not clear in what form 
and manner it can be obtained. The aim of measurement can be, al­
ternatively, the total saving of entrepreneurial-families, or the saving 
which entrepreneurial families make in. a business as distinguished 
from a personal capacity. I think it is very important to distinguish 
clearly between these two variants. As I have explained in my income 
conference paper, I am strongly inclined toward the former. The 
latter appears to me to be a somewhat artificiaL abstraction, because 
most entrepreneurs do not themselves distinguish clearly between their 
business and personal finances. 

The practical implementation of the definition I favor raises data 
problems of even graver complexity than does the implementation of 
the alternative one. I think that any proposal for the segregation of 
entrepreneurial saving should make explicit reference to these prob­
lems. Otherwise, an unduly simple view of the project is suggested 
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to those who are riot acquainted with the data problems. I t should 
be recognized clearly that th© segregation of the saving of entrepre­
neurial families is not something the National Income TDiyision as it 
is constituted now can accomplish by itself. A basic statistical pro­
gram reporting on the finances of entrepreneurial and other families 
is a sine qua non. Not even the blueprints of such a program have 
been worked out satisfactorily. 

IV. IMPROVING T H E B E L I A B I L I T T OP THE ESTIMATES 

I have been shifting from a discussion of conceptual problems to one 
relating to statistical matters, and I should like to make a few remarks 
about the latter subject explicitly. 

1. Present statistical system.—Collection of primary statistical data 
in this country is not designed specifically to meet the needs of national 
income measurement. We have no integrated reporting system that 
yields directly the various entries in the national accounts. Instead, 
these entries must be derived from a multitude of primary sources -
census and sample surveys, administrative statistics such as social 
security, tax, and budget data, and many other public and private 
records. 

The information provided in these sources falls short of the re­
quirements of national-income accounting definitionally and in cov­
erage. Consequently, the actual entries in the national accounts must 
be derived from the primary data by estimating methods that are 
often lengthy, indirect, and complex, and that call for the exercise of 
a wide latitude of judgment when basic data are lacking or conflicting. 

In the present organizational framework, the specific function of the 
National Income Division is this processing of primary data. Only 
to a very minor extent are we engaged in their collection. 

Impressed by the obvious disadvantages of the present procedure, 
it has occurred to some that a new start is called for. What is boldly 
envisaged is a single miified reporting system of census-type enumera­
tions and sample surveys which would provide directly the magnitudes 
required for. the national accounts. I belieA'̂ e that such a system will 
remain a dream for the foreseeable future. I t is not practical because 
it v,-ou]d involve a staggering volume of outlays if it were designed 
to yield results as satisfactory as or better than those we now obtain. 

To my mind, further progress on the statistical front will be made 
by improving rather than replacing the sources and methods that now 
exist. If this is the outlook, the question arises whether further im­
provement is to be gained by strengthening the primary data or the 
estimating processes that rest on them. 

2. Data, collection.—I think the broad proposition that must be 
established first is that major .unj)rovements in the reliability of na­
tional-income statistics depend on the improvement of the primary 
data sources. The memorandum I have prepared for your committee 
outlines the major areas in which more and better information is 
needed. 

3. Estimating methods.—But once this broad proposition has been 
made, it should be immediately qualified. An addition to the present 
strength of the National Income Division is also required. In terms 
of the total improvement of national-income estimates such personnel 
increases would yield results less striking than would a program aimed 
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at strengthening the basic data. But^ihe funds needed for building 
up the Division are comparatively so trifling that viewed as a rate of 
return on investment the improvement which such action would bring-
about might be as impressive as that resulting from improved data 
collection. 

Let me review the position of the National Income Division in a 
little more detail. On a net basis, the Division now turns out a larger 
volume of monthly, quarterly, and annual statistics than it has ever 
done in thep)ast, and it does so on a schedule that has been accelerated 
considerably over the years. Also, according to my judginent,: the 
quality of the estimates hais been maintamed or improved. This 
situation obtains in spite of a cut in staff amounting to between 15 
and 20 percent over the past few years. What is the explanation ? 

In the first place, the National Income Division has an extremely 
devoted staff that performs far beyond the call of duty. But there are 
limits on the extent to which one can call for such gratuitous contri­
butions. Secondly, to an increasing extent we have had to postpone 
repair and maintenance work on our series. So far the results of tliis 
second factor have not been perceptible, I believe. We all know that 
repair and maintenance are postponable to some extent. But this type 
of retrenchment cannot be continued indefinitely. Cumulatively, it 
is apt to lead to serious breakdowns. Next, Ave have not had the re­
sources to experiment sufficiently with alternative estimating proced­
ures for various components of the national accounts; nor have we 
been in a position to institute certain improvements in our methods 
of Avhich we are aware. Finally, we have not been able to engage 
upon broad deA'elopmental Avork. 

You may admit that this last circumstance is regrettable per se, 
but question its relevance to the improvement of our existing esti­
mates. Actually there is an important and close link. The explora­
tion of new areas tends to throw light on the situation in old ones. 
For instance, it was the cross-checks inherent in the novel interindus­
try studies that first suggested convincingly a downward bias in the 
conventional • construction statistics. Similarly I would hope, for 
instance, that the establishment of a set of saving-investment accounts 
for the various sectors of the economy via direct estimates of changes 
in assets and liabilities would provide checks on the accuracy of our 
income and product estimates which would prove as useful as those now 
provided by the alternative calculation of national output in> terms of 
income and of product flows. 

If all these features of our recent work experience are taken into 
account, it will become obvious that an expansion in the staff of the 
National Income Division is called for; and that such an expansion 
Avould carry a clear return quite independent of that which would be 
yielded by an improvement in the primary data. 

4. The use of imperfect statistics.—Having presented the ciase for 
the improvement of our estimates, I should like to close with some 
remarks addressed to a defense of imperfect statistics. I believe that 
it is of crucial importance not to create excessive expectations as to 
the extent to which national income estimates can be made more pre­
cise ; and to make clear that used skillfully they can be extremely 
valuable even if they are sub j ect to moderate errors. 

The output of our economy is noAv floAving at an annual rate in 
e.xcess of $400 billion. A $i billion error js less than one-fourth 
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percent of this aggregate. I brieve that even with a substantial im-
proveniient in the flow of primary data, frequent errors larger than 
this amount would still be inevitable. This holds true especially for 
our current! monthly and quarterly statistics, for obvious reasons. A 
less obvious one perhaps deserves explicit mention. Even if our vari­
ous data sources were individually vastly improved, it is very unlikely 
that they could be sufficiently synchronized with each other to elimi­
nate differences in timing such as will throAv the national accounts 
soniewhat out of gear when economic conditions are changing. 

Under these circumstances, it seems to me that a task of almost coor' 
dihate importance to that of improving the data is that of educating 
the public in how to make the best use of estimates that are subject to 
error. First, they should be taught not to attach significance to indi­
cated, changes that are within the margin of error of the estimates. 
More important, and more difficult to show, is that the inherent nature 
of national income statistics as approximations does not rob them of 
their great usefulness. Appropriately interpreted, these estimates 
throw a powerful light on the economic situation, in spite of the error 
Avhich they contain. 

I have elaborated this point in an article in the May 1956 Review 
of Economics and Statistics. Briefly, my position is that if the vari­
ous series that compose the national income accounts are used as joint 
eAridehce to interpret the economic situation—with some awareness of 
the de;ficiencies to which the various series are subject—a substantially 
correct and highly informative picture usually emerges. This picture 
is not likely. tO: be profoundly altered; by the kind of subsequent revi­
sion of the series that is likely to occur. 

Needless to say, there are excejitions to this general proposition, and 
no complacency with the current state of national income statistics is 
implied. Nevertheless, it is important to point out that errors in gross 
national product or its components which are quite upsetting when 
the series are used.to measure the exact pulse beat of a particular activ­
ity are apt to cause much less disturbance, if the series are used in a 
coherent analysis of major business developments. 

Vwxt IL SUGGESTIONS FOR DATA IMPROVEMENT 

This part of the memorandum contains suggestions for filling the 
maj.or data gaps in the existmg annual and less than amiual income 
aiid product series prepared by the National Income Division, other 
than the regional and size distribution estimates. Discussion of a host 
of detailed problems is necessarily omitted, and new data require­
ments that might arise from changes in concepts or further extensions 
of national income Avork are not considered. 

The major product and income series are taken up in turn. In 
general, under each heading benchmark estimates are discussed first 
and ^ ^ ; : ^ extrapolations later. The descriptions of statistical 
methodology giveri in the 1954 National Income supplement are as-
sunied as a background. 

' 2 ' ^ ' ' ^ I. P E R S O N A L CONSUMPTION—COMMODITIES 

1. Integrated census program.—^The censuses of manufacturing and 
trade upon which the commodity-flow estimates rest should be taken 
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at regular intervals and if at all possible both should be taken at 
;regular intervals and if at all possible both should be taken in the 
same years. There is no objection to partial substitutions of sample 
surveys for basic censuses, in thetframework of an integrated plan. 

. 2. Distribution of rrvdnufaeturers'' 5aZes.—Information on manufac­
turers' sales.distributed by class of customer, last collected in the 1939 
census, is required to improve the allocation of manufactured com­
modities as between finished and intermediate products. 

Z. Product detail.—^Allocation procedures would also be helped by 
more detailed product classifications based on specifications, package 
ing, or other characteristics which indicate whether products are used, 
by households without further processing or become embodied in the 
output of other manufacturing establishments. 

4. Retail trade,margins.—rTyes^MQ the wealth of data contained in 
the Federal incoriie tax returns, trade margm information usable in 
our estimates is meager because the industry classification of the tax 
returns is not easily adapted to our estimates of detailed commodity 
groups. Wholesale trads margins in the breakdown in which we re­
quire them can be approximated reasonably well by combining de­
tailed census data on operating expenses with tax return information 
on profits: But information on operating expenses has not been col­
lected in recent retail trade censuses. Our data on retail trade mar­
gins are special tabulations prepared for us from time to time by the 
Census Bureau in cooperation with the Internal Revenue Service, and 
are admittedly deficient in quality. These data should be improved. 
The possibility of obtaining margin data by means of Census Bureau 
surveys might be reconsidered. This procedure could yield data for 
commodity classes rather than for kinds of business and would be 
better suited to our estimating procedure. 

5. Automobiles.—^There are some deficiencies in the price informa­
tion relating to autmobiles. But the main problem is the allocation 
of automobile purchases between personal and business use. A fixed 
percentage is now used, derived from traffic surveys relating to mileage 
driven for various purposes in the 1930's. This procedure can be 
improved by the incorporation of the results of newer traffic surveys 
that are now becoming available, and will yield good approximations 
for the allocation of automobile operating expenses. JBut a truly satis­
factory allocation of auto purchases is not possible without regular 
data on net purchases by various purchaser groups. These data might 
be secured m comiection with the Office of Busmess Economics-Secu­
rities and Exchange Commission plant and equipment, and the Fed­
eral Reserve Board surveys of consumer finances. Inasmuch as the 
proportions of consumer and business use vary, this information is 
required not only for benchmark years but for making the current 
estimates as well. 

6. Business expense accounts.—Some expenditures for consumer-
type coimhodities (mainly purchased meals and beverages) are 
charged to business expense. A special allowance has to be made for 
these expenditures in reconciling the income and product flow esti­
mates of the national output. Exploratory work should be under­
taken to determine whether business expense account data (or sellers' 
records) could be made available in a form that would throw light on 
the magnitude of these expenditures. 
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^.Retail trading 5^amps.—Information is needed to permit proper 
adjustment for theuse of retail trading stamps, which have become 
important since 194Y. This matter is more important for the estab­
lishment of benchmark estimates than for their extrapolation, since 
inadequate adjustment results in errors in the level of the former, 
whereas errors in the extrapolation of the commodity detail tend to be 
off setting in the aggregate. 

8. Retail sales extrapolation.—The extrapolations of the commod­
ity-flow benchmarks are based largely on retail sales data by line of 
trade; these data do not lend themselves to an accurate estimate of 
detailed commodity composition. The feasibility of collecting key 
commodity information in connection with the retail trade survey of 
the Census Bureau should be explored. 

9. Annual commodity flow es^ima^es.—-The possibility of making 
annual estimates by an abbreviated commodity-flow method is being 
•studied. These would serve as partial substitutes for the extrapola­
tions based upon retail sales. These estimates would probably require 
rsomewhat greater commoJiity detail in the Annual Survey of Manu­
factures, and annual margin information comparable to that needed 
for the benchmark estimates. 

10. Reconciliation of estimates based upon censu,ses of manufactures 
•and retail trade.—^A tJasic statistical problem in this area warrants 
further research: consumer commodity aggregates estimated by the 
commodity-flow method (involving a buildup from the manufacturing 
cerisus) are much higher than estimates based directly on the retail 
trade cansus. (N. B. : The latter must not be confused with the esti­
mates referred to in point 1.8 in which retail sales data are used only 
as extrapolators.) Information should be developed to facilitate the 
analysis of this discrepancy. Provision in the retail trade census of 
commodity breakdowns as detailed and as comparable as possible with 
the commodity breakdoAvns of the manufacturing census would be a 
significant step in this direction, but other techniques should also be 
•explored. 

n . PERSONAL CONSUMPTION—SEKAICES 

1. Comprehensive census program.—Census enumerations in this 
area should be extended and regularized. 

2. Allocation problems.-—^Allocation problems analogous to those 
mentioned in connection with commodities (see point 1.6) arise in 
connection with services, and an attempt should be made to tackle 
them by similar techniques. 

^.Current sample surveys.—The Census Bureau program for 
obtaining annual sample information on services should be resumed 
and extiended, and consideration should be given to the possibility 
of collecting data on a less than annual basis. 

I H . PERSONAL CONSUMPTION—CONSTANT-DOLLAR ESTIMATES 

1. Item coverage.—The National Income Division has compiled a 
list of items of personal consumption for which price inforriiation 
is at present lacking or inadequate. 

2. Geographic coverage.—^Many of the Bureau of Labor Statistics 
item indexes used are based on a subsample of only 14 cities in the 
•Consumer Price Index. I t would be desirable to obtain this infor­
mation for the 46 cities used in the Consumer Price Index. 

451377 0—58 13 
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3. Commodity specification.—The Department of Agriculture 
price series used to deflate the rural portions of consumer purchases 
are not based on uniform product specifications and therefore fall 
short of the standards that are usually regarded as desirable in price 
index number design. 

IV. NEW CONSTRUCTION 

1. A comprehensive new program.—^A program for a basic im.-
provement of construction statistics is being formulated by the 
agencies compiling them, and consequently this matter is touched 
upon, only briefly in this memorandum. Aside from strictly sta­
tistical matters of coverage, valuation, and timing, important semi-
conceptual problems affecting the consistency of the national m-
come accoimts will need to be dealt with. These include the distinc­
tions among construction, equipment, and repair and maintenance 
expenditures, and the handling of so-called speculative profits, 
mainly in private residential nonfarm construction, which are omit­
ted from the present data.; I t seems important that in any new 
plans that may be formulated the requirements of the national in­
come accounts should be fully considered. 

2. Legal form breakdown of investment.—^To improve the estimates 
of personal saving derived from changes in personal assets and lia­
bilities, an improved breakdown of investment by legal form of owner­
ship is required. The information might be obtained partly from the 
construction estimates and partly by exploiting further the potentiali­
ties of the Commerce-Securities Exchange Commission plant and 
equipment survey (discussed hereafter). The requirement for a legal 
form breakdoAvn of inventory holdings should be kept in mind in 
coimection with the series used to extrapolate the inventory bench­
mark estimates (also discussed later). • 

3. Constant-dollar estimates.—The available price indexes for new 
construction refer to cost prices and are therefore inappropriate for 
the deflation of the current dollar estimates, Avhich are generally in 
terms of selling prices. Moreover, even as cost indexes, the measures, 
prepared largely by private companies, seem outmoded, insofar as can 
be established from the rather incomplete descriptions that are avail­
able of their underlying methodologies. The initiation of an up-to-
date program for measuring construction prices, which Avill tackle the 
difficult problems that arise in this ai'ea, strongly suggests itself. 

V. PRODUCERS ' DURABLE EQUIPMENT 

1. Integrated census program,.—The commodity flow method for 
estimating consumer commodities is also the principal one used for 
estimating producers' purchases of durable equipment. Accordingly, 
the requirement for an integrated census program noted above in con­
nection with the former series holds also the latter. 

2. Allocation problems.—The main allocation problem is to distin­
guish complete items that are included in gross capital formation from 
parts that are not. An expansion of the materials-consumed data of 
the census of manufactures to include all principal equipment-type 
items Avould be of substantial assistance in solving this problem. 
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Similar; surveys for selected nonmanufacturing industries would also 
berieeded.; ••••,•.;. • ;,, ••_•,• 

3. Government purchases.—These purchases must,bed.educted in-
arriving at private capital formation. They present a s-abstantial 
problem because they are a significant and variable proportion of the 
total. The necessary information might be obtained from the records 
of the purchasers or. of the sellers. The data from Federal Govern­
ment sources now available are deficient in coverage,'timing, and clas­
sification (by type and as regards the distinction betweeri complete 
items and parts). Tlie State and local data assembled by the Census 
Bureau are deficient mainly as to classification. Alternatively, the 
information might be obtained from sellers' records by expanding the 
census of manufactures (and the annual surveys) to iriclude a question 
relating to sales to government. There are difficulties involved in this 
approach but they should not be insupera,ble. Corresponding infor­
mation from wholesale trade would also be needed. 

4. Information on wholesale margims.—Given appropriate informa­
tion on Government purchases the annual surveys of manufactures 
could be used to bring the census-based benchmark estimates closer up 
to date. In connection with this method, annual inf prriiatiori on oper­
ating expenses of wholesalers of equipment items would be desirable 
in order to estimate wholesale margins. This information might be 
obtained in connection with the Census Bureau annual wholesale trade 
report if publication of that report were resumed. 

5. Other information.—To bring up to date estimates based upon 
the census of manufactures and on the annual surveys of manufac­
tures (or also as a substitute for the latter) two procedures should be 
considered: First, procurement of selected type-of-commodity and 
type-of-purchaser information in connection with the Office of Busi­
ness Economics industry survey, so that the sales data in that sur-pey 
can be used as extrapolators; and second, a strengtheriing of the Com-
riierce-Securities Exchange Commission plant and equipment survey 
to yield separate data on equipment purchases. The present method 
of extrapolating the benchmarks involves in-essence a residual estimate 
of equipment purchases by the combined use of the plant and equip­
ment survey and the Business and Defense Services Administration 
construction data, and it is a makeshift mainly because of the defini­
tional and statistical noncomparabilities between the two sources. 

6. Constant-dollar estimates.—^Additional price information for 
many categories of producers' durable equipment not covered in the 
BLS wholesale price index would improve the deflated figures. 

A'l. CAPITAL CONSUaiPTION ALLOWANCES 

1. Depreciation charges.—^Improvement of these estimates would be 
along the lines suggested later in this memorandum, in connection with 
corporate profits and entrepreneurial income. The special internal-
revenue ser\dce tabulations of sole proprietorship and partnership re­
turns should carry the depreciation item regularly. 

2. Capital outlays charged to current expense.-—Lrdorva&tiarx speci­
fied in connection with the allocation of producers' durable equipment 
(see point V. 2) would be used to improve our estimates of this item 
also. 
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' 3 : AccidenidldcCrrmge to fweed capital.—Improvements are desirable 
both in the accuracy of the basic data and m their classification; by 
type of property, • ; : - - • - . ; - ; 

• V i l . CHANGE I N BUSINESS INATaNTORIES—BOOK VALUES ;. 

1. Speedup of Internal Revenue. Service tabulations.—Within; the 
framework of the present methodology, a speedup of the Internal 
Revenue Service tabulations is the first requirement. (This statement 
is not intended to prejudice the suggestion tha t a switch to census-
based benchmarks should be explored, mainly because the latter inform 
mation.iS;On an establishment rather thanon a firm basis.) The pro­
posed Internal; Revenue Service tabulations of the business indicator 
series would go far toward meeting pur requirements.. 

2. UnincoirpoTated e«^e7!/>me.T—Tax return; inf ormation on the in­
ventory holdings of sole proprietorships has not been tabulated since 
1945. Tabulation of this item should be resumed. Alternatively, 
census information relating: tp unincorporated enterprise inventories 
needs to be strengthened. (See earlier comments relating to the need 
of an integrated, regular census program in connection with the 
consumer commodity and producers' durable equipment estimates.) 

3. Retail inventories.-r-As T&ga,rds the extrapolating, series, a 
strengthening of retail inventory statistics to take adequate account 
of small independent retailers is the main requirement. 

A. Inventories: outside manufacturing and trade.—The quarterly 
Securities Exchange Gpmmissipn tabulatiPns pf current assets and 
current liabilities, pf United. States cprppratipns are npw not in time 
for the current quarterly natipnal prpduct estimates. Accordingly, 
these;estimates do not reflect in-v:entory changes outside manufacturing 
and trade. Lack of coverage of the noncorporate area outside manu­
facturing and trade probably does not constitute a significant defi­
ciency, as compared with the other shortcomings of the inventory 
figures. 

5. Inventories in transit.—Inventories in transit tend to disappear 
from the accounts. The possible magnitude of the consequent distor­
tion in the change of inventories figures should be investigated. In­
formation on accounting methods, on the mail float of commercial 
documents, and on the volume of goods in transit is relevant. 

VIH. CHANGE I N BUSINESS INVENTORIES—^DEFLATIPN AND REVALUATIPN 

1. Inventory accounting methods.—Better knowledge of the ac­
counting methods actually employed by business is required. Our 
present procedures for revaluing the book data are based on rather 
broad assumptions as to the valuation methods these data reflect. We 
need more information as to the extent to which Fifo, Lifo, average 
cost, specific identification, and other methods are used by businesses. 
I t would also be helpful to find out more about the application of the 
lower of cost or market rule. Information would be desirable also 
relating to the scope of the cost elements included in the valuation 
of inventories, e. g., the extent to which overhead costs are included. 
This information would aid in the construction of the more appropriate 
price indexes. The extent to which standard cost valuation is used in 
the reporting of iuA'cntories should also be investigated. 
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I t would be premature to try to be precise at this time as to whether 
the foregoing type of information; should be in the form of periodic 
surveys of accounting methods, or whether, and to what extent, it 
should be implemented by a regular reporting of book value data classi­
fied to distingtiish the several underlying accounting methods, 

2. Commodity composition.—AAdj.t\(m&\ informatipn on the com.-
modity composition of inventories would be of great value in the de­
flation of the non-LIFO inventories, by making possible a more selec­
tive use of the available price-index information. It would also facili­
tate the requisite LIFO estimate since the method is characteristically 
used for only certain types of inventories in some industries. 

3. Price data.—^For inventory deflation purposes price data should 
be combined into group indexes which represent industry groupings 
rather than commodity groupings, and should be Aveightedby the 
commodity composition of inventories in each industry ra,ther than by 
sales. In addition, the price indexes should be constructed so as to 
permit measurement of the prices of purchased inventories at the 
transaction stage at which they are acquired by the inventory holder. 
Also, the possibility of developing special indexes to measure the man­
ufacturing costs reflected in the valuation of goods in process and 
finished product inventories should be explored. Finally, there are 
indications of seasonal variations in the commodity price data utilized 
in the deflation procedure; these should be examined and quantified, 
possibly by the Bureau of Labor Statistics. 

IX. NET FOREIGN INVESTMENT 

1. Timing.—The timing of foreign trade statistics should be ad­
justed on the basis of sample surveys from the time pf, Ipading or 
unloading or crossing of the border, to the time title to the goods 
changed. 

2. Valuation.—YuriheT study is required of the differences between 
the valuation of merchandise in the trade statistics and in actual pay­
ments. A past survey of imports should be repeated and extended 
to exports. 

3. Speedup in reporting.—A speeding up in the compilation of merr 
chandise trade data is desirable to provide information in time for 
the current quarterly product estimates. 

4. Constant-dollar estimates.—The volume and unit-value estimates 
should be reviewed mainly because of large gaps in the commodity 
coverage and because the linking procedures used are not consistent 
with the fixed base period that underlies the deflation of gross national 
product in general. It might be worthwhile to initiate the systematic 
compilation of price data (or direct quantity data) relevant to the 
measurement of the real volume of nonmerchandise items. 

X. FEDER.\L GOVERNMENT PURCHASES AND TAXES 

1. Basic recasting of Government accounts.—^It is probably unreal­
istic envisage a basic recasting of Treasury and Budget Bureau data 
on Government expenditures and receipts which in coverage, classi­
fication, and timing would be a close approximation to the Federal 
Government sector as defined best for a system of national accounts. 
The following recommiendations are more limited. 
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2. Timing <?/ /rovemm^^i^ ieAec^s.-—Government expenditures'are 
reported both on a checks-issued and on a checks-paid basis. From 
the standpoint of natipnal incpme accpunting neither is strictly apprp-
priate. In particular, it would be important to measure checks made 
out to business as pf the date they are received by business. A study 
of the characteristics pf the flOat pf Gpvernment checks might permit 
the estimatipn pf an adjustment factpr. Such a study might alsp indi­
cate whether items other than the float cause discrepancies betÂ p-een 
checks-issued and checks-paid reporting. 

3. Receivables and prepayments.—The Treasury series include pre­
payments for goods and services scheduled for delivery in future ac­
counting periods, payments for goods and services that have been 
delivered i n pa;st accounting periods, and do not; reflect current de­
liveries for which Government payments have not yet been made. 
Wh6n' Government expenditures are changing rapidly this may cause 
sigiiificant discrepancies with the business records on which the other 
entries in the natiorial accounts are based. At present an adjustment 
is made utilizing Securities Exchange Commission-Federal Trade 
Commission data on changes in business receivables and prepayments 
froni Government. HoAvever, the financial reports of the corpora­
tions filing with the two agencies do not follow uniform accounting 
procedures, so that adjustments to the data as reported must be made, 
and the data are not available in time for the current quarterly esti­
mates. As an alternative to these data, the Department of Defense, 
whose transactions give rise to the major timing discrepancies under 
this heading, may be able to devise a means of procuring the required 
information. 

4. Renegotiation.—^More inforriiation is needed on the magnitude 
of the funds recovered by contract renegotiation, and some basis pro­
vided for their allocation to the periods to which the contracts involved 
pertain. 

5. Classification of expenditures.—-An improved classification of ex­
penditures would also make it possible to improve the syrichronization 
of our series. For instance, if Goverimient wage and salary payments 
were distinguished in the expenditure records, we could make sure that 
the timing of these payments is the same as that of the corresponding 
entry in the income accounts, which is based on different source data. 
Similar comments apply tp transfer payments and spme pther items. 

6. Federal taxes.—Federal tax data, basically fa,irly adequate, have 
been subject tp increased delays in repprting. The individual incpme-
tax estimates cpuld be improved by having a telegraphic report for the 
third month of each quarter similar to the report prepared iri June 
for the fiscal year. A speedup in the reporting of excise taxes would 
help in the estimation of current indirect business taxes. In addition, 
the individual income-tax estimates could be improved by a reporting 
of their collections separately from the collection of old-age and sur­
vivors' insurance employment taxes (as was done prior to 1951). 

XI. STATE AND LOCAL GOVERNMENT PURCHASES AND TAXES 

1. Timing of Census Bureau reports.—^Data based upon census and 
annual survey data of the Bureau of the Census are subject to varying 
lags. The report on local government receipts and expenditures is 
received in August, 1 month after the national income number of the 
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•Survey goes to press. • I t would be helpful if-segments of the report, 
notably the summaries on taxes and construction and operating ex­
penditures, could be made available in time fOr the Jmy deadline. 

2. Current quarterly expenditure information.—Qmitevly data 
comparable to those published in the Census Bureau reports on an 
aimual basis are not availaible. The existing information for making 
the estimates is incomplete. We understand that a program of quar­
terly reporting is under consideration in the Census Bureau. Such 
a program shpuld be encouraged. I t may alsp be npted that quarterly 
data would facilitate a more accurate statement of the calendar year 
totals of local government imits. At present the reported receipts 
and expenditiires of these gpvernmental imits are treated as pccur-
ring in the calendar year in which their fiscal periods end. 

3. Receipts.—For the benchmark estimates a reporting of non­
tax receipts and certain taxes in greater detail would provide a more 
satisfactory basis for allocating them between persons and business 
firms. Quarterly reporting of government receipts would also be 
•desira;ble, • 

XII. CONSTANT-DOLLAR GOVERNMENT PURCHASES 

Information on the product breakdoAvn of purchases and on the 
prices applicable to these breakdoAvns is deficient. The information 
on product breakdowns should be improved and the development of 
price indexes appHcable to government should be considered, at least 
in such critical areas as defense purchases where the construction of 
quantity and price index numbers is especially difficult. 

X m . -WAGES AND SALARIES 

1. Individual industry estimates of wages and salaries.—Our basic 
estimates of wages and salaries in most private industries come from 
reports of total payrolls covered by the imemployment insurance pro­
gram. To the reported amounts we apply "small firm raising ratios," 
which raise the figures to include payrolls of firms too small to be 
included in the unemployment insurance program. I t would be de­
sirable to have up-to-date small firm raising ratios. Those we are 
using are based on an old-age and survivors' insurance study of the 
first quarter of 1951. We can also specify improvements in the data 
we obtain on payrolls of employees excluded from, or only partially 
covered by, social-security programs. This applies especially to do­
mestic, nonprofit institutions, military, and State and local government 
payrolls. 

2. Control total for wages and salaries.—We adjust the sum of the 
original industry estimates to a control total. Our present method 
of cpmbining pld-age and surAdvprs' insurance and unemplpyment in­
surance data into a cpntrpl total has been weakened since the two 
systems have become noncomparable as to taxable wage base and 
industry cpverage. I t is cpnceivable that a satisf actpry cpntrpl tptal 
might.be pbtained by adding up the emplpyers' cppies of income tax 
withholding slips. I t is important that the National Income Division 
be consulted in the formulation of any plans for the tabulation of 
these data. 

3. Bureau of Labor Statistics extrapolators.—^The Bureau of Labpr 
Statistics payrpll data used to extrapplate the benchmark estim.ates 

http://might.be
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have been highly accurate in general, but ways of strengthening them 
further shotild be explpred. 

XIV. SUPPLEMENTS TP WAGES AND SALARIES 

1. Internal Revenue Service benchmarks.—^A speedup pf Internal 
Revenue SerAdce data wpuld imprpve pur benchmark estimates fpr 
employer contributions to private pension plans. 

2. Private pension and related plans.—Data are needed on the large 
and growing area of employer contributions to private pension, health 
and welfare, group insurance, and supplementary unemployment 
benefit plans. Proper benchmark information is lacking for some 
components, and the data available for making current estimates are 
generally poor. In addition, there is some risk of duplication when, 
as is now the case, a wide variety of spurce infprmatipn is used tp 
derive an estimate fpr a clpsely related grpup pf items. The possibility 
of a unified approach to the estimation of these items on the basis of 
information that might be obtained either from tax returns or from a 
special survey should be explored. 

XV. INCOME OF UNINCORPORATED ENTERPRISE ^ 

1. Benchmark estimates.—The Internal Revenue Service furnishes 
us periodically with detailed tabulations relating to sole proprietor­
ships and partnerships. This flow of information should be regu­
larized and should cover both forms of legal organization for identical 
years. Inasmuch as census material is used also in deriving the bench­
mark estimates, the requirement for a regular, integrated census pro­
gram, voiced earlier in this memorandum in connection with the con­
sumption and investment .series, holds for the income of unincorporated 
enterprise also. 

'i. Speedup of Internal Revenues Service data.—Som& form of 
speedup of the Internal Revenue SerAdce data is essential. The pro­
gram for a special tabulation of Business Indicator Series from the 
income tax returns, which is now being proposed, would meet our 
requirements. (If this program does not materialize, the possibility 
of mining further the old-age and survivors' insurance data on the 
incomes of self-employed should be explored.) 

3. Current information.—Even given the speedup of the Internal 
Revenue SerAdce data that is feasible, we would be short of current 
quarterly and annual information. A sample survey of unincorpo­
rated business should be seriously considered to fill this gap. 

4. Internal Revenue Service audit control program.—The audit con­
trol program of the Internal Revenue Service should be extended to 
partnerships and periodic surveys of both forms of legal organization 
should be made. There is also some scope for making the information 
collected somewhat better adapted to the needs of national income 
measurement. 

XVI. RENTAL INCOME OF PERSONS 

1. Special Internal Revenue Service tabulations of cash rents.—^The 
cash component of the series could be made substantially more reliable 

1 The estimates of the net income of farm proprietors -whlcli la tJje main are prepared 
by the Department of Agriculture are not considered in this memorandum. We may note 
tha t a speedup In the monthly series on cash marketings would permit a corresponding 
advance in the release date of our personal income series. 
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if certain special tabulations could be obtained from individual 
income-tax-return-rent schedules. The figures for nonfarm cash net 
rents and net rpyalties are derived by indirect estimatipn pf the cor­
responding, gross receipts and expense deductions. Internal Revenue 
Service tabiSation,^ of such gross receipts classified by property type, 
and of receipts and expense items; shown on complete rent schedules 
(i. e., schedules with both tax and depreciation entries) for each type, 
would provide a much better basis fpr estimating these series; 

% Imputed renifSiT-̂ Grpss imputed^ space rental value is npw esti­
mated ;firprii rental rate averages derived frpm the 1940 census and 
mpved by reference tp the Consumer Price Index rent index. The 
rempteriess pf the benchmark is particula,rly unfortunate in this case 
because since the early I940's the rentalinarket arid; hence, the rent 
index have centered increasingly on multifamily housing, supply-
demand conditions for which have clearly differed froiri those for 
owner-type dwellings. To correct the resultant weakness in the esti­
mates, we need a new benchmark, such as might be derived now by 
inference from Bureau of Labor Statistics data on rented one-family 
units sampled in recent years for the Consumer Price Index, and later, 
from direct information on the rental value of owner-occupied units 
to be obtained in connection with the 1960 census. A subindex of the 
Consumer Price Index representing the nationwide movement of rental 
rates for one-family houses would also be needed to.interpolate and 
extrapolate the benchmarks for the imputed rental estimates. 

The data gaps in the current information on the housing inventory 
and on repair and maintenance outlays are also of considerable im­
portance. Our knowledge of these items is materially strengthened, 
though far too seldom, by special surveys made in connection with the 
monthly report on the labor force sample. In. addition, well-designed 
consumer expenditure surveys are helpful fpr deriving benchmarks 
also for various other expense items. Regular data on conversions and 
demolitions to complement the Bureau of Labor Statistics series on 
housing starts would be extremely valuable, not only for us but also 
for housing market analysis. (It may be noted that some of this in­
formation might be obtained in connection with the expansion in the 
research program of the Housing and Home Finance Agency that is 
now being formulated.) 

3. Other improvements.—^More frequent tabulation of the Internal 
Revenue Service proprietorship data, already mentioned in connection 
with the entrepreneurial income estimates, would improve the rental 
estimates also. Data to permit an allocation of property taxes among 
residential and other types of real property, which might be obtained 
in connection with the next census of State and local governments, 
would also be helpful. 

XArn. CORPORATE PROFITS AND DIATDENDS 

1. Speedup of Internal Revenue Service data.—^The earlier noted 
Business Indicator tabulations would meet our requirements. 

2. Audit control program.—^A systematic audit control program 
analogous to that for individual income-tax returns should be de­
veloped. 

3. Speedup of Securities Exchange Convmission—Federal Trade 
Commission data for manufacturing.—^It would be desirable to obtain 
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a speedup of these data so tha t thby are available for inclusipn in the 
current quarterly estimates of the natipnal income and product ac-
•cpunts.^ -̂ •• r'^-r :•:'. ,'"•'•;••• •'••'•' 

4:. Extension of sample surveys to nomnanufacturing.-^Gompre-
hensive current quarterly cpverage pf npnmanuf acturing would be de­
sirable, but trade and construction are probably the two industries 
on: which inf ormation is most urgeritiy needed. 

5. Firm versus establishment classification.—Corporate profit esti­
mates are classified industrially on the basis of the firm. This results 
in noncomparabilily with other income shares Avhich are classified on 
an establishriient basis. As a practical matter the distortion is seri­
ously disturbing in the comparison of corporate payrolls and profits 
in a limited number of industries. Special tabulations now being 
prepared by the Census Bureau may provide, a basis for making selec­
tive adjustments, or at least suggest what additional data necessary 
for this purpose might be made available. 

x v m . INTEREST; 

1. Internal Revenue Service benchma/rks and speedup.—^The most 
urgent needs from the standpoint of improving the interest estimates 
more frequent tabulations for sole proprietorships and partnerships 
and earlier availability of the Internal Revenue Service tabulations, 
particularly fpr cprppratipns. I t may be noted that the present plans 
for the Business Indicator series will not help us because interest items 
are not included. 

2. Other inform/ztion.—The &^ires on consumer interest could be* 
made significantly more reliable if there were available a representa­
tive sample series on interest rates currently being paid. Similar in-, 
formation on residential mortgage interest rates is also needed. The 
Bureau of Labor Statistics has some interest in such series, in connec­
tion Avith the Consumer Price Index index. 

APPENDIX F 

PERSONNEL AND APPROPRIATIONS FOR WORK or NATIPNAL INCPME DI-

AisiPN, O F F I C E P F B U S I N E S S E C P N P M I C S , U N I T E D STATES DEPARTMENT 

CF CPMMERCE 

TABLE F-1.—Personnel and expenditures of National Income Division 

Fiscal year 

1051 -
1952. -
1953 - - — 
1954 
lOiiS -
19.56 -
19571 

Personnel 

.\verage 
number 

45.0 
44.0 
42.8 
36.1 
34.0 
3S.0 
39.0 

Year-end 

47 
44 
45 
38 
40 
37 
35 

Profes­
sional 

32 
30 
31 
26 
27 
24 
22 

Clerical 

15 
14 
14 
12 
13 
13 
13 

Salaries 
and 

expenses 

.$241,440 
253, 665 
243,0.50 
229,000 
211,425 
237,173 
242,835 

»Personnel flgiu-es are estimated as of June 30,1957. 

file:///verage
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A P P E N D I X G 

PRELIMINARY NATIONAL BALANCE SHEET, 1955, 
.BY RAYMOND W. GOLDSMITH 

(Reproduced from 37th annual report of National Bureau of 
Economic Research, Inc.) 

TABLE 2.—Preliminary national balance sheet, 1955 

[Current value; billion of dollars] 

Tangible asse t s : ' 

Nonresidential structures . . . 

Total 

Intangible assets: 
Currency and deposits in other 

Life-insurance reserves ' 
Pension and retirement funds, 

private (noninsured) 
Pension and retirement timds. 

Receivables from business 
Receivables from households " . . 

Securities, corporate bonds 
Securities, corporate stoclc 

Total - -
Valuation difference is 

Liabilities: 

Life-insurance reserves. 
Pension and retirement funds ' - . 

Other payables to business 

Miscellaneous liabilities " 

Total 

Nation 

(1) 

343 
321 
225 
160 
144 
111 

. 20 

1,329 

311 
80 

15 

58 
123 

.53 
130 
272 

4G 
- 69 
405 

S3 
69 

1,713 
32 

3,074 

331 
82 
73 
,56 
87 

130 
397 
110 

1,265 

Con­
sumers 1 

(2) 

280 
20 
69 
1 

144 
(') 

1 

506 

ISS 
80 

,15 

58 
•I 

(') 
21 
61 
19 
16 

32 ! 
83 

4 

836 

1,342 

(') 
(') o 

15 
29 
82 

0 
3 

128 

Farm 
busi­
ness 

(3) 

17 
16 
69 
18 

17 

m 
137 

7 
(0 

(') 

(') 
(') 
(') 
(') 
(') 
P) 
P) 
(') 
(') 

3 

10 

147 

« 
(') 

5 
2 
9 

(') 

10 

Non-
farm 

noncor­
porate 
busi­
ness ' 

(4) 

15 
20 
11 
22 

(') 
17 

(«) 
86 

18 

(') 
P) 

(') 
8 
8 
1 
7 

(12) 

(") 
1 

{') 
(12) 

42 
(') 
127 

(') 
P) 
Pi 

11 
2 

23 
P) 

8 

44 

Finan­
cial 

inter­
medi­
aries ' 

(5) 

1 
3 
1 
1 

P) 
CI 

5 

76 
P) 

P) 

P) 
45 
25 

103 
168 

25 
64 
28 

P) 
17 

540 
P,'> 
545 

304 
82 
73 

(») 
2 

P) 
2 

34 

498 

o the r 
corpo­
rate 
busi­
ness 

(6) 

25 
140 
48 

114 
P) 

69 
(«) 
396 

32 

P) 
P) 

P) 
59 
19 

2 
22 

1 
(1!) 

56 
P) 

12 

203 
32 

631 

P) 
P) 
P) 

26 
49 
17 
70 

" 6 5 

226 

Federal 
Gov­
ern­

men t* 

• ( 7 ) 

1 
31 
11 

1 
P) 

7 
24 

75 

8 
P) 

P) 

P) 
10 

P) 
4 

P) 
1 

P) 
P) 
P) 

(") 33 
56 

P) 
130 

27 
P) 
P) 
P) 

2 
P) 
279 

1 

309 

State 
and 
local 

govern­
ments 

(8) 

4 
91 
26 
4 

P) 
(') 
w 

124 

13 
P) 

P) 

P) 
P) 
P) 
P) 

14 
P) 
P) 
P) 
P) 
(12) 

27 
P) 

151 

P) 
P) 
P) 

• P) 
P) 
P) 

4 
(12) 

46 

See footnotes a t end of table. 



202 NATIONAL E'CONOMIC ACCOUNTS 

TABLE 2.—Preliminary national balance sheet, 1955—Continued 
[Current value; billions of dollars] 

Equities: 

Total 

Total liabilities and equities..^ 

Nation 

1,777 
32 

1,809 

3,074 

Con­
sumers 

(2) 

1,214 
P) 

1,214 

1,342 

Farm 
busi-

. ness 

(3) 

132 
P) 

132 

147 

Non-
farm 

noncor­
porate 
busi­
ness' 

83 
P) 

83 

127 

Finan­
cial 

Inter­
medi­
aries' 

(5) 

48 
P) 

48 

545 

other 
corpo­
rate 
busi­
ness 

(6) 

373 
32 

405 

631 

Federal 
Gov­
ern­

ment* 

(7) 

-179 
P) 

-179 

130 

State 
and 
local 

govern­
ments 

(8) 

108 
P) 

106 

151 

1 Includes households (farm and nonfarm), nonprofit organizations, and personal trust funds. 
' Includes all multifamily and commercial real estate owned by individuals. 
3 Includes Federal unemployment trust fmid and Federal life insurance funds as well as pension and 

retirement funds (private and governmental)'. 
* Consolidated basis. Includes Federal corporations and Treasury monetary funds. Military assets 

excluded. -
5 Excluding military assets. 
> Includes subsoil assets and forests. 
' Not applicable. 
8 Less than $500 million. 
• Net of policy loans. ' 
10 Includes Federal unemployment trust fund and Federal life-insurance funds as well as Government 

pension and retirement funds. 
" Includes loans on securities. 
" Not estimated, but presumed to be small. 
<3 Equity in farm business has been excluded to preserve comparability with the balance sheets in A Study 

of Saving (vol. IH), where farm households were included in the farm sector. 
" Includes accrued corporate income taxes ($18 billion). 
IS Valuation difference on "securities, corporate stbck;" 1. e. market value ("securities, corporate stock," 

col. 1) less book value ("equities, unadjusted," col. 6). 
i» Includes borrowing on securities and accrued items. 

NOTE.—Figures will not always add to totals because of rounding. 
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